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THUBSDAY,  OCTOBEB  23,  1913. 


Committee  on  Banking  and  Currency, 

United  States  Senate, 

Washington,  D.  G. 

The  committee  met  at  10.55  o’clock  a.  m.  , -r.  j -n 

Present:  Senators  O’Gorman  (presiding),  Hitchcock,  Keed,  Pom- 
erene,  Shafroth,  Hollis,  Nelson,  Bristow,  McLean,  and  Weeks. 

Senator  O’Gorman.  Mr.  Vanderlip,  you  may  proceed.  The  com- 
mittee will  be  glad  to  receive  any  further  suggestions  you  may  have  to 
offer  regarding  the  pending  legislation. 

FTJKTHER  STATEMENT  OF  FRANK  A.  VANDERLIP,  NEW  YORK, 

N.  Y. 

Mr.  Vanderlip.  Following  my  previous  hearing,  it  was  suggested 
by  some  of  the  members  of  the  committee  that  I engage  my  mind 
ivith  the  problem  of  whether  or  not  a bank  could  be  formed  which 
would  be  entirely  under  the  control  of  the  Government,  and  which 
would  be  a feasible  and  workable  institution.  I have  been  giving 
my  very  best  attention  to  that  subject.  To  state  the  conclusion^ 
rather  than  the  road  by  which  it  was  reached,  I will  say  that  I 
believe  that  is  possible.  I believe  you  can  create  an  institution  every 
officer  of  which  will  be  appointed  by  the  Government  and  the  control 
of  which  will  lie  solely  with  these  public  officers,  an  institution  in 
which  the  banks  will  have  no  word  of  Government  whatever,  and 
which  still  would  be  satisfactory  to  the  banks  and  would  be  a work- 
able plan.  I shall  be  glad  to  elucidate  that  plan,  if  you  wish. 

Senator  O’Gorman.  You  may  proceed.  „ , ^ ^ 

Mr  Vanderllip.  I would  suggest  the  granting  of  a charter  to  a 
Federal  reserve  bank,  with  $100,000,000  of  capital— a fixed  amount 
of  capital,  not  a variable  amount.  The  head  office  would  be  located 
in  Washington,  and  there  would  be  as  many  branches  as  the  gov- 
ernors of  the  bank  might  see  fit  to  provide,  probably  starting  with 
12,  the  number  of  regional  banks  now  suggested.  , , 

I would  adopt  the  idea  of  the  present  bill  in  regard  to  the  ap- 
Dointment,  in  the  very  first  instance,  of  an  organization  committee. 
The  function  of  this  committee  would  be  to  divide  the  territory  of 
the  United  States  into,  we  will  say,  12  districts,  and  to  select  one 
city  in  each  of  those  districts  which  would  be  the  seat  of  a branch 

of  the  Federal  reserve  bank.  , u 

The  stock  of  this  bank  should  be  either  entirely  owned  by  the  Gov- 
ernment, the  funds  for  the  purpose  being  secured  by  the  sale  of 
Government  bonds  at  the  lowest  interest  rate  at  which  those  bonds 
would  float,  or  it  might  be  offered  to  the  public  generally,  and  the 
success  of  that  offering  insured  by  requiring  the  banks  to  underwrite 
a pro  rata  proportion.  There  would  be  no  need  of  any  restriction 
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? pnrclia.'C,  sale,  or  accumulation  of  the  stocl:,  because  it  would 
no  rights  whatever,  except  a right  to  receive  a specified  divi- 
d’he  stock  would  liave  no  voting  iiower,  and  no  right  of  any 
cler  exce})t  to  receive  dividends  and,  in  the  event  of  liquida- 
to  receive  back  the  amount  of  money  that  was  paid  in,  but  no 
mlation  of  surplus,  should  there  be  any  surplus — which  there 
bly  would  not  be — in  the  event  of  liquidation, 
ould  have  the  Government  of  this  institution  absolutely  and 
letely  in  the  hands  of  a board  of  seven  men  appointed  by  the 
lent  of  the  United  States  with  the  advice  and  consent  of  the 
e.  Tliese  men  Avould  serve  for  terms  of  14  years,  the  first  board 
classified  so  that  the  term  of  otlice  for  one  director  would  ex- 
very  second  year,  and  thereafter  appointments  should  be  made 
1 years.  There  should  be  no  ex  officio  appointments,  but  all 
lers  should  be  selected  by  the  President  for  these  terms,  and 
should  be  a clause  in  the  act  directive  to  the  President  that 
appointments  shall  be  made  from  men  qualified  for  the  duties, 
he  appointments  shall  in  no  case  be  made  as  political  rewards, 
hat  three  at  least  of  the  seven  should  be  men  who  have  had 
wledged  banking  and  financial  experience. 

lator  Pekd.  And  T suppose,  Mr.  Vanderlip,  you  would  add  that 
^ time  of  their  appointment  and  during  the  holding  of  tiiat 
tliey  should  have  no  banking  connections  whatever? 

. Yandereii’.  Oh,  absolutely. 

lator  "Weeks.  Stockholding  or  otherwise. 

. Vandekltp.  And  that  would  be  the  case  of  all  appointees  of 
ink  in  any  official  or  executive  capacity.  They  should  have  no 
on,  either  official  or  financial,  with  any  other  existing  banking 
ation. 

'ould  provide  that  each  branch  be  equipped  with  an  executive 
ittee  of  seven,  to  be  appointed  by  the  board  of  the  Federal 
'e  bank,  and  with  the  same  directive  clause  that  they  should  be 
nted  for  their  qualifications  or  experience,  and  that  at  least 
of  the  seven  should  have  had  acknowledged  banking  and  finan- 
xperience. 

3 President  would  designate  one  member  of  the  board  to  act 
vernor  and  one  as  deputy  governor;  and  the  governor,  or  in 
isence  the  deinity  governor,  would  act  as  chairman  of  the  board 
)e  the  chief  executive  officer  of  the  bank.  In  the  case  of  the 
tive  committee  the  board  of  the  Federal  reserve  bank  would 
aato  a chairman  and  a vice  chairman,  and  the  chairman  would 
airman  of  the  board,  or  in  his  absence  the  vice  chairman  would 
^he  executive  committee  would  elect  officers  of  the  branch  other 
themselves.  The  titles  of  the  executive  officers  would  not  be 
lent,  vice  president,  etc.,  but  their  functions  would  be  similar  to 
metions  of  such  officers  in  a bank;  that  is,  the  chief  executive 

'S. 

lator  Hitchcock.  Who  would  elect  those  officers? 

. Vanoekete.  The  executive  committees. 

lator  Hitchcock.  The  executive  committees  of  what? 

. VAKDEREir.  Of  each  bank;  that  is,  subject  to  the  approval  of 
aard  of  the  Federal  reserve  bank.  Every  act  of  the  executive 
ittee  would  at  all  times  be  subject  to  the  ap])roval  of  the  Fed- 
eserve  board. 
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Senator  Xeeson.  Here  in  Washington? 

Vandereip.  Here  in  Washington.  That  board  would  be  su- 
preme in  every  particular  in  the  management  of  this  institution. 

Senator  O'Gorman.  Will  you  state  here,  :Mr.  Vanderlip,  why  it 
would  be  necessary  with  a branch  to  have  officials  other  than  the 
seven  irovernors  who  would  be  named  by  the  reserve  board  ? 

iMr.^'VANDEREip.  The  branches  would  be  the  active  executive  fac- 
tors of  this  institution.  These  branches  would  have  tjie  right  to 
rediscount  and  would  rediscount  commercial  paper  for  member 

' There  should  be  a permanent  trained  banking  staff,  who  would 
work  under  the  direction,  first,  of  the  executive  committee,  and,  m 
the  last  instance,  under  the  board  of  the  Federal  reserve  bank. 
Senator  Hitchcock.  These  directors  would  give  their  whole  time 

to  the  service  of  the  branch? 

]\Ir.  VAXDERLir.  That  should  he  specifically  provided,  that  they 

should  give  it  their  whole  time.  , , ^ t i i u .E 

I should  have  said  in  regard  to  the  stock  that  I would  attach  a 

double  liability  to  it  if  it  is  sold  to  the  public. 

Senator  Hitchcock.  Would  you  limit  the  quantity  that  indi- 
viduals might  buv?  . .j, 

Mr.  Vandereip.  I would  not.  because  it  would  not  make  any  dit- 

ference  in  the  management  if  one  individual  owned  it  all  he  would 

have  no  influence  whatever.  . , , i 

Senator  O'Gorman.  If  this  entire  system  is  to  become  a public 
utility  system  and  is  to  be  conducted  not  primarily  for  the  ]mrpose 
of  nrivate  gain,  and  if  the  return  to  the  holders  of  stock  will  be  re- 
stricted to  a fixed  dividend  rate  of  perhaps  5 or  C per  cent,  would  it 
be  well  to  impose  an  additional  liability  on  the  holder.^  of  such  stock . 
y’^ANDKRLiP.  On  reflection,  perhaps  not.  I probably  'was  in- 

fliienced  by  the  present  practice.  _ , i* 

Senator' O’Gorman.  Would  not  that  discourage  the  public  from  in- 
vesting in  such  stocks?  1 T 

Vandereip.  I think  it  would,  yes;  and  be  such  a discouiage- 
ment'as  would  offset  the  benefit.  I am  inclined  to  think  you  are  right 

Senator  Heed.  Besides,  Mr.  \ anderlip,  if  this  stock  were  sold,  the 
best  holding  in  the  world  for  it  would  be  a general  hoMing  among  the 
iieoDle  • I should  think  that  would  be  the  most  helpful  construction 
\nd  therefore  it  might  lie  held  in  large  part  by  people  who  invested 
their  savings  in  it,  and  a double  liability  would  not  amount  to  much. 
'^7' 13£Xilip.  I quite  agree  ^uth  you  and  withdia'w  that  sugges- 

^'^Senator  Xeeson.  'What  dividend  rate  would  you  suggest,  Mr.  Van- 

Air  A^  vxderlip.  The  lo'W'est  rate  that  'will  float  the  stock  at  par. 

there  ^vill  be  some  question  as  to  the  earning  capacity.  Of 
pourse  ’the  cheapest  thing  for  the  Government  to  do  ATOuld  be  to  sell 
its  bondrat  tile  lol^■est  possible  rate.  It  could  sell  $100,000,000  of 
bondi  at  3J  per  cent.  I foubt  it  it  could  float  $100,000,000  of  sto*  at 
K r»pv  pent  Mv  iudgment  would  be,  as  conditions  are  now,  that  about 
61  per  ceut  ^yould  be  the  point  at  which  that  stock  would  float;  6 per 
cent  would  be  a little  too  high,  and  5 per  cent  would  be  distinctly 
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cloiil  tful.  The  rate  ought  to  be  such  that  the  burden  of  underwriting 
the  ! tocks  which  you  impose  on  the  banks  would  not  be  a serious  one 
and  would  not  result  in  the  banks  getting  any  great  amount  of  that 
stocl 

S(  nator  Hitchcock.  Would  you  think  5 per  cent  would  be  too 
low  f it  were  made  a cumulative  dividend  ? 

Mr.  Vanderlip.  It  should  be  cumulative,  undoubtedly. 

St  nator  Xelson.  Do  j'^ou  not  think  a stock  of  that  kind  under  those 
com  itions  would  be  analogous  to  a permanent  annuity,  and  would  it 
not  >e  a popular  investment  for  that  purpose  ? 

M r.  Vanueklip.  It  would  after  the  bank  had  been  running  a suffi- 
cien  length  of  time  to  demonstrate  its  earning  capacity,  and  I think 
ther  i would  be  no  doubt  about  its  earning  capacity. 

S( nator  Hitchcock.  IWiat  w^ould  you  thiidc  of  the  proposition  to 
haV(  the  Government  subscribe  for  a part  of  this  stock  and  issue 
bom  s to  pay  for  it  until  a market  was  found  for  it? 

Mr.  Vanderlip.  It  might  well  be  provided  that  the  Government 
inst(  ad  of  the  banks  underwrite  the  issue.  That  is  to  say,  they  would 
oll'oi  it  to  the  public  and  take  what  the  public  did  not  take  and  later 
sell  t to  the  public. 

Senator  McLean.  How  would  it  do  to  allol  it  to  the  highest 
bidder? 

M r.  Vanderlip.  If  you  made  the  rate  C per  cent,  I think  I should 
rdlol  it  to  the  highest'  bidder.  I would  think  well  of  the  plan  that 
Avas  adopted  when  the  Spanish  AVar  loan  bonds  were  sold  of  allotting 
to  ti  e smallest  subscribers  first,  giving  as  wide  a distribution  of  this 
stoci:  as  you  could — give  it  to  the  public;  give  it  to  the  small  investor 
first  If  the  public  won’t  take  it,  then  the  banks  must  take  it.  Or 
Ave  I light  adopt  the  suggestion  that  has  been  made  here,  and  let  the 
Gov  u-nment  itself  underAvrite  it,  and  not  make  a forced  underwriting 
on  tlie  part  of  the  banks.  You  must,  in  some  way,  if  you  launch 
this  enterprise,  insure  its  success.  You  would  have  to  insure  its  suc- 
cess on  the  start  by  raising  this  money,  and  either  the  Government  or 
the  oanks  would  have  to  stand  ready  to  take  what  the  public  declined 
to  tj.ke. 

nator  AAYeks.  Let  me  give  you  another  thought  about  the  double 
liab  lity.  Double  liability  presupposes  the  possibility  of  a failure. 
I d(  not  think  there  ought  to  be  such  a possibility  in  tliis  kind  of 
ban] ;. 

Mr.  Vanderlip.  I quite  agree  with  you.  I think  the  double  lia- 
bilitv’  is  wrong. 

Si  nator  Weeks.  That  the  organization  should  be  such  that  there 
coul  1 not  be  such  a thing  as  a failure  of  the  bank. 

Si  nator  O’Gorman.  Mr.  Vanderlip,  bearing  u]ion  your  suggestion 
that  the  stock  be  underwritten  by  the  banks,  you  mean  by  all  the 
natiinal  banks? 

Mr.  Vanderlip.  By  all  national  banks,  pro  rata;  that  is  to  say,  in 
the  iroportion  that  the  capital  of  each  bank  bears  to  the  total  capital 
of  a 11  national  banks  on  a given  da al 

Si  nator  O’Gorman.  Assuming  there  would  be  some  national 
baii]:s — because  there  would  be^some — not  in  favor  of  this  plan, 
would  they  not  be  likely  to  protest,  as  they  are  jirotcsting  noAv,  that 
this  additional  burden  should  not  be  placed  upon  them? 
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Mr.  Vanderlip.  They  would  protest  exactly  as  they  arc  protesting 
now,  but  with  less  force,  because  they  would  not  be  obliged  to  inake 
a permanent  ini’estment.  They  could  perfectly  well  measure  their 
loss,  because  they  could  sell  the  stock  the  day  after  they  got  it. 

Senator  O’Gorman.  Do  you  not  think  this  plan  Avould  more  gen- 
erally invite  public  confidence  if  the  banks  had  nothing  to  do  with 
the  creation  of  the  system,  leaving  it  to  the  public  and  the  Govern- 
or Vanderlip.  It  would  be  most  desirable  if  you  a\  ould  be  will- 
ing to  do  that.  Leave  the  banks  out  entirely;  the  banks  will  Avel- 

come  that.  , ^ i ^ 

I should  have  said  in  regard  to  the  appointment  of  the  board  of  the 

Federal  reseri^e  bank  that  the  President  should  distribute  them  geo- 
graphically, so  as  to  give  due  Aveight  to  commercial  sections  of  the 
country;  not  to  geographical  extent  but  to  commercial  importance, 
and  that  the  members  of  this  board  should  be  retired  automatically 
at  some  age;  the  same  age,  perhaps,  as  the  Supreme  Court  judges. 

Senator  Reed.  AVhen  you  say  they  should  be  distributed  commer- 
cially, you  mean  distributed  so  that  they  could  meet  the  present  or 
developing  lines  of  commercial  activity  ? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Bristow.  Mr.  Vanderlip,  why  do  you  recommend  M years 

as  the  term  of  service ? w 

Mr  Vanderlip.  I regard  long  terms  as  absolutely  essential  to 

insure  proper  character  for  this  board.  It  is  through  that  point 
that  I am  willing  to  come  at  all  to  the  thought  of  an  institution 
entirely  controlled  by  Government  appointees.  AVith  one  member  re- 
tirino-  Wery  two  years  there  can  then  be  hardly  any  question  of  par- 
tisan'^politics  in  that  board.  I think  there  is  the  greatest  safety  not 
only  in  the  character  of  appointments,  but  in  the  ripe  experience 
which  the  men  would  gather  and  in  the  thought  that  it  Avas  prac- 
tically a life  appointment  of  the  very  highest  character  that  a man 

in  finance  or  business  could  attain. 

Senator  Nelson.  And  you  would  get  more  of  a continuity  of  prac- 
tice, policy,  and  administration  ? 

Mr.  Vanderlip.  Yes.  sir. 

Senator  Bristoav.  AVhat  salary  would  you  recommend  ? 

Mr.  Vanderlip.  The  very  highest  you  are  willing  to  pay;  and  any 
salary  that  is  now  paid  by  the  Government  to  any  officers  other  than 
the  President  would  seem  to  nie  too  piall.  I know  Avould  find 
it  hard  to  gi\"e  these  men  salaries  higher  than  the  Supreme  Court 
justices  or  Cabinet  officers.  Really,  the  minimum  .should  be  $15,000, 
with  probably  $17,500  for  the  governor. 

Senator  Bristoav.  AVhy  do  you  suggest  seven  directors  for  the 
branches,  the  seven  to  devote  their  entire  time  to  it,  and  then,  out- 
side of  the  seven  directors,  have  the  officers  selected?  It  seems  to  me 
that  that  is  a pretty  big  organization  for  a branch 

Mr.  Vanderlip.  It  will  be  a pretty  big  institution.  It  will  be  an 
extremely  big  institution  with  a tremendous  amount  of  detail.  If 
this  institution  is  to  carry  on  the  exchange  business— aa'IiicIi  means 
the  collection  of  exchanges— that  in  itself  will  require  an  organiza- 
tion— a genius  of  management — of  the  very  highest  character.  It 
will  be  a Avork  of  detail  equal  to  almost  any  job  you  might  think  of. 
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Senator  O'Ccraian.  If  I catch  your  meaning  at  this  point,  Mr. 
iVan  lerlip,  those  seven  officials  managing  the  branch,  appointed  by 
the  nembers  of  the  Federal  reserve  board,  may  act  relatively  as  a 
boai  .1  of  directors  does  in  an  ordinary  private  institution,  and  they 
■will  control  the  action  of  the  bank? 

M •.  V ANDEKLip.  Yes,  sir;  but  I would  presume  ihey  tvoidd  be  some- 
what closer  to  the  detail  work  than  is  an  ordinary  board  of  di- 
rect'ts.  They  would  be  more  analogous  to  the  managers  of  a foreign 
ban!  , that  is  not  run  by  a president,  but  is  run  by  two  or  three;  or,  as 
in  tl  e case  of  some  banks  in  Germany,  five  managers,  and  under  them 
the  active  executive  officers. 

S(  nator  Xelson.  lYould  not  fiv^e  be  sufficient? 

j\Ir.  Vanderlip.  I should  see  no  serious  objection  to  that. 

S(  nator  TIitchcock.  Can  you  make  any  guess  as  to  the  number  of 
emp  oyees  such  a branch  would  probably  have  ? 

i\lr.  Vanderlip.  The  branches  would,  of  course,  be  of  different 
sizes . A.  number  of  employees  are  going  to  be  re([uired  to  handle  the 
colh  ctions.  That  is  a tremendously  detailed  work. 

S(  nator  Bristow.  Why  should  it  handle  the  collections? 

M r.  Vanderlip.  That  is  absolutely  essential,  it  seems  to  me,  to  the 
wor.  dug  of  this  plan,  or  any  plan  such  as  you  have  in  mind.  One 
ans\’er  would  be  because  it  will  be  a gi'eat  economy  to  the  commerce 
of  t le  country,  a great  saving,  a speeding  up  of  the  handling  of  col- 
lecti  ans,  and  in  every  way  an  economy. 

B it  there  is  a much  more  significant  reason  than  that.  To  handle 
collections  banks  have  to  keep  deposits  with  othei-  banks.  That  some 
of  t lem  are  seeking  to  avoid,  or,  at  least,  seeking  to  make  unneces- 
sary, You  will  find  country  bankers  objecting — until  they  come  to 
und  ‘.rstand  this  plan — to  the  fact  that  they  musl  keep  their  reserves 
witl  out  interest  in  the  Federal  reserve  bank  or  the  regional  banks, 
and  they  feel  they  must  also  keep  about  the  same  lines  of  deposits 
witl  their  correspondents  as  they  have  before,  because  they  do  not 
grasp  the  significance  of  the  collection  feature.  If  the  Federal 
rose  ‘ve  bank  will  undertake  the  collection  business  and  will  have  the 
projier  rediscount  facilities,  there  is  practically  no  reason  for  one 
liair:  to  keep  a balance  Avith  any  other  bank.  Now,  it  is  important 
that  that  should  be  done,  for  if  you  are  going  to  compel  the  country 
ban  : to  keep  its  reserve  without  interest,  and  still  the  exigencies  of 
busi  ness  compel  it  to  keep  a balance  with  a correspondent  practically 
as  large  as  it  is  already  keeping,  it  works  to  the  evident  disadvantage 


of  t le  bank. 

S *nator  Hitchcock.  The  branches  you  provide  for  would  liaA’e 
sub,=  tantiallv  tlse  same  functions  as  the  regional  banks  under  this  bill? 

Vr.  Vanderlip.  Almo.stpreci.sely. 

S ‘nator  Hrrciicocic.  Are  you  able  to  make  any  estimate  of  the 
nun  her  of  employees  such  a branch  would  require? 

r.  Vanderlip.  That  would,  of  course,  depend  almost  entirely 
upo  1 the  size  of  the  branch  and  the  volume  of  the  collections.  I 
should  think  it  would  take  easih"  several  hundred  eniiiloyees  in  the 
lari  er  branches. 

,S*nator  O’Gorman.  Assuming,  under  the  pending  bill,  that  New 
Yoik  City  were  constituted  a single  regional  center,  that  we  had  one 
regional  bank  for  New  York  City,  have  you  calculated  the  probable 
number  of  employees  such  a regional  bank  would  require? 
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Jlr.  Va'-obuh-.  I suppoi'e  tlie  City  Bank  employs  more  lhaii  100 
men  on  that  particular  branch  of  business. 

Senator  O, ’Gorman.  Looking  after  collections  < 

Air  V'inderlip  The  Citv  Bank  has  about  II  or  lo  per  cemt  of  t e 
total  deposits  of  all  the  clearing-house  banks.  A ou  can  see  from  tliat 
that  a rough  guess  would  be  TOO  men,  or  something  like  that.  Of 

course  that  is  a very  offhand  estiniate. 

Senator  Hitchcock.  One  man  handles,  I undei-stand,  l,o00  oi  _,0UU 

checks  a day.  Is  that  right?  . ,,  j?  -v  tUof  iFfail  to 

Air.  Vanderlip.  I am  not  sufficiently  familial  with  that  detail  to 

sTStor  BmsTOW,  Wl.T  rvouW  it  not  do  to  let  the  country  banks 
divide,  their  reserves,  and  let  them  keep  part  of  them,  say,  nith  the 
Federal  bank-that  is.  make  a smaller  reserve  requirement,  and  let 
them  keep  their  deposits  with  commercial  banlis,  as  they  do  now,  to 

mioll  US  tllGV  tlllllk  (iGSllublc?  T .1  • i. 

Air.' Vanderlip^  That  is  feasible,  but  I 'have  presumed  the  point 

was  pretty  nearly  settled  that  you  wanted  to  take  from  the  central 
reserve  city  banks  the  duplication  of  deposits  Avhich  results  fioni 

their  holding  the  reserves  of  other  banks. 

Senator  Seed.  That  is  the  great  danger  in  the  present  system,  is 

it  Tiot 

Mr. Vanderlip.  No,  sir;  that  is  not  the  great  danpr 

Senator  Eeed  (interposing) . Or,  is  it  not  one  great  danpi . 

Air.  Vanderlip  (continuing).  I am  inclined  to  think  the  present 
system  is  not  as  good  a system  as  you  would  have  ivith  all  the  resenes 

in  the  vault  or  in  the  Federal  reserve  bank.  , , 

Senator  BmsTorv.  Xow,  suppose  this  were  a bank  ''■I  and 

could  issue  currenev  to  meet  a stringency  or  demand,  could  the  eiil 
Avhich  has  resulted  from  the  pyramiding  of  these  reserves  result  aftei 
that  system  was  once  estalilished  ? Could  not  the  banks  got  the  re  le 
they  desired  so  that  there  would  be  no  trouble  in  these  centers  as  a 

'’111- N^^nderlip.  I would  not  quite  admit  that  the  evil  has  come 
from ‘this ‘system  of  holding  reserves;  it  has,  m a measure.  Either 
system— the  one  of  the  Government  bank  or  the  one  you  bai  e been 
considering  that  lias  been  passed  by  the  House— will,  ^ 
viate  the  recurrence  of  any  sucli  condition  as,  for  example,  in  190  (, 
when  it  was  a physical  impossibility  to  supply  the  currency  that  n as 
dmianded  bv  25.000  frightened  banks  that  wanted  to  build  up  their 
mvn  reserved  There  is  the  trouble.  It  is  at  the  conn  ry  bank  end 
not  at  the  city  bank  end,  that  our  system  is  defective.  Of  course  the 
two  ends  are  related,  but  the  trouble  comes  iTom  the  country  bank 
becoming  fri.glitened— and  by  “country  bank  I really  mean  all 
banks— and  drawing  to  itself  more  reserve  than  it  requires.  AA  bat 
we  want  is  mobilization  of  reserves— a resorve  reservoir— and  we 
want  but  one,  and  yon  will  never  get  this  thing  pist  right  until  \ o u 
get  but  one,  either  actually  or  in  fact,  or  by  relating  the  membeis  } on 

do  have  so  they  are  in  effect  one.  . 

Senator  Hii’Ciicock.  AATiat  reserves  would  you  require  this  Gm- 

ernment  bank  to  hold?  i 

Air.  ATinderlip.  Perhaps  it  would  be  belter  for  me  to  run  tlirough 

the  plan  and  take  these  questions  up  in  their  natural  older. 
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Senator  Nelson.  I should  like  to  hear  your  reserve  plan  and  your 
cur  ency  plan. 

Senator  Bristow.  That  would  be  better. 

]\  -V.  Vanderlul  The  earnings  of  the  bank  W(»uld — in  the  case  of 
the  Government  subscribing  to  all  the  stock — fii-st  be  devoted  to  an 
acci  iinulation  of  a surplus  of,  let  us  say,  20  per  cent.  After  that  half 
to  t le  accumulation  of  a further  surplus  and  half  to  the  Government, 
unt  1 the  total  surplus  equals  50  per  cent,  after  which  all  earnings 
woi  Id  go  to  the  Government.  In  the  case  of  the  public  subscribing 
to  the  stock,  the  net  earnings  would  first  be  devoted  to  paying  the 
div.  dend,  then  to  an  accumulation  of  a surplus  up  to  20  per  cent, 
theiL  half  to  an  accumulation  of  a further  surplus  and  half  to  the 
Goa  ernment,  and  after  the  surplus  had  reached  50  per  cent  all  the 
remaining  earnings  to  the  Government. 

I would  devote  all  the  earnings  which  the  Government  receives 
to  the  cancellation  of  the  public  debt,  under  specific  terms  which 
should  be  in  the  bill  calling  for  tenders  of  bonds. 

T ie  customers  of  the  bank  should  be  only  tlie  Government  and 
qua  ified  member  banks.  Qualified  member  banlra  would  include  all 
nati  imtil  banks,  and  might  include  State  banks  and  trust  companies 
und  ;r  proper  restrictions  of  admission. 

T 10  Government  should  deposit  all  of  its  general  fund  with  the 
ban  c and  constitute  the  bank  its  fiscal  agent. 

Senator  Hitchcock.  Is  there  any  objection  to  leaving  that  op- 
tion il  with  the  Secretary  of  the  Treasury? 

^Ir.  Vandeklip.  I should  think  so.  This  is  a Government  insti- 
tution solely,  and  the  funds  of  the  Government  ought  to  be  deposited 
then.  Otherwise  a Secretary  of  the  Treasury  might  withdraw  from 
com  nerce  that  entire  deposit,  which  would,  of  course,  be  the  principal 
dep(  sit  of  the  bank,  and  you  might  have  the  management  of  the  bank 
and  the  management  of  the  Treasury  at  loggerheads,  and  the  bank 
coul  1 be  broken. 

S(  nator  Hitchcock.  What  would  lead  a Secretary  of  the  Treas- 
ury to  do  that  thing? 

Ml'.  Vanderlip.  I do  not  always  know  what  leads  Secretaries  of 
the  Treasury  to  do  what  they  do. 

S<  nator  Shafeotii.  If  these  directors  were  long-time  appointees, 
say  .4  years,  there  might  be  an  entirely  different  political  party,  and 
that  might  lead  to  a rupture. 

S(  nator  Hitchcock.  Do  you  think  the  withdrawal  of  Government 
fuiK  s would  seriously  cripple  the  bank  and  possibly  lead  to  its 
brea  dng? 

Mr.  Vanderlip.  I can  readily  conceive  a condition  of  the  bank 
whe  e if  you  would  draw  $150,000,000  or  more  of  reserve  money  out 
of  i)  the  reserve  would  then  be  away  below  the  legal  limit,  and  tliis 
won  d lead  to  the  bank’s  serious  embarrassment,  if  not  to  closing. 

S(  nator  Hitchcock.  Of  course,  you  are  providing  a power  to  issue 
currmcy  and  a power  to  issue  Government  bonds 

M’.  Vanderlip  (interposing).  But  the  Government  bank  could 
not  lay  its  currency  to  the  Government. 

Senator  Hitchcock.  I understand  you  are  giving  the  officers  of 
the  J'ederal  board  the  power  to  issue  Government  bonds? 

M ’.  Vanderlh*.  No  power  to  issue  bonds;  no,  sir.  I do  not  under- 
stand the  question — power  to  is.sue  bonds? 
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Senator  Hitchcock.  Let  me  ask  you  this : You  propose  to  give  the 
Federal  board  the  power  to  issue  currency  ? 

Mr.  Vanderlip.  Certainly. 

Senator  Hitchcock.  How  do  you  propose  to  have  that  currency 

M?  Vanderiap.  I will  come  to  that  in  the  regular  order,  if  I may. 
Senator  Hitchcock.  Would  not  that  involve  the  power  to  sell 

bonds  to  get  gold  ? 

Mr.  Vanderlip.  No,  sir.  _ • i i 

Senator  O’Gorman.  The  hour  for  adjournment  has  arrived,  and 

we  will  take  a recess  until  2 o’clock.  r.  ? i u 

(Thereupon,  at  1 o’clock  p.  m.,  a recess  was  taken  until  - o clock 

p.  m.) 

after  recess. 

Senator  O'Gorman.  I think  we  may  resume,  Mr.  Vanderlip. 

STATEMENT  OF  FKANK  A.  VANDERLIP— Resumed. 

Mr  Vanderlip.  The  reserve  requirement  for  national  banks  I 
would  have  so  changed  as  gradually  to  transfer  the  re.seryes  from 
correspondent  banks  now  acting  as  reserve  agents,  so  that  ultimately 
all  reserves  would  be  in  the  vaults  of  the  member  banks  and  in  the 
vaults  of  the  Federal  reserve  bank  in  the  form  of  balances  llie 
reserve  requirement  should  be  the  same  for  all  banks,  country  or 
citv,  because  no  bank  would  have  any  reserve  responsibility  to  another 
bank,  and  there  would  be  no  reason  why  any  one  bank  should  be  com- 
pelled to  keep  any  larger  reserve  than  any  other.  , w i 9 

Senator  O’Gorman.  Do  you  suggest  what  that  reserve  ought  to  be? 
Mr.  Vanderlip.  I am  inclined  to  think  that  a reserve  of  12  per 
cent  for  all  banks  would  be  sufficient;  and,  in  that  connection— I 
reached  that  conclusion  for  this  reason— I would  recommend  that  the 
minimum  reserve  of  the  Federal  resen^e  bank  be  50  per  cent  rather 
than  33^  per  cent — that  it  would  be  50  per  cent  for  all  outstanding 

demand' liabilities,  including  the  notes  that  it  might  issue. 

Senator  Weeks.  The  same  reserve  for  notes  Avould  apph’  to  all 

other  forms  of  liabilities? 

Mr  Vanderlip.  Yes. 

Senator  Neuson.  Fifty  per  cent  ? 

Mr  V\NDERLTP.  Fifty  per  cent  for  both  notes  and  deposits.  I 
would  permit  the  board  of  the  Federal  reserve  bank  in  an  emergency 
to  'suspend  the  reserve  requirements  for  30  days  and  to  continue  such 
suspension  for  periods  of  16  days.  The  reserve  hank  would  be  em- 
powered  to  rediscount  for  member  banks  paper  of  a selt-liquidating 

character,  to  be  defined  by  the  act.  i i • 

Senator  Nelson.  But  there  would  be  no  member  bank  under  this 

system,  in  the  sense  we  have  it  in  the  bill? 

Mr  V ANDERLiP.  No,  not  exactlv  m that  sense ; but  there  would  be 

member  banks.  Perhaps  a better  term  would  be  “ depositing  banks.” 
Senator  O’Goeman.  Because  that  Avould  be  the  only  test. 

]Mr.  Vanderlip.  The  only  test  would  be,  Are  bank  depositor-? — are 
they  permitted  to  deposit?  All  national  banks  Avould  be  depositors, 
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anc  State  banks  and  trust  companies  might  be,  and  all  depositor 
bar  ks  should  have  the  right  of  rediscount. 

Senator  Pomeuexe.  You  would  have  no  qualiiication? 

^ i\[r.  Vaxdeklip.  I would  certainly  have  a <iiialification  for  the 
Sta:e  banks.  I will  come  to  that  in  clue  order. 

i“enator  Pomekexe.  But  not  so  far  as  the  national  banks  are  con- 
cen  led  ? 

i\[r.  Vaxheuetp.  Every  national  bank  must  keep  its  reserve  deposit 
as  < his  law  would  indicate. 

Senator  Pomerene.  Of  1‘2  per  cent? 

j\h’.  Vakoeiuii’.  Of  12  per  cent,  a portion  in  its  vault  and  a por- 
tioi  with  the  Federal  reserve  bank.  And,  by  the  way,  I should 
per  nit  it  to  keep  any  amount  which  it  choose  to  keep  in  "the  Federal 
resd’ve  bank  above  the  minimum  that  it  must  keep  there.  I would 
not  make  it  keep  in  its  vault  any  more  than  its  needs  require. 

P?nator  Nelsox.  Five  per  cent  out  of  the  12? 
r.  Vaxdereii'.  I would  not  have  any  tixed  amount.  I would  let 
it  keep  as  little  in  its  vault  as  it  could.  For  instance,  a city  bank 
doing  a character  of  business  that  recpiired  very  little  currency  would 
kee;>  practically  all  of  its  reserve  Avith  the  Federal  reserve  bank, 
Icnovving  it  could,  at  a moment’s  notice,  convert  its  balance  there  into 
cunency  if  it  had  a demand.  Now,  I Avould  limit  the  amount  that 
the  depositor  bank  might  rediscount.  I think  a fair  limit  Avould  be 
the  amount  of  its  capital  and  surplus.  I would  permit  the  bank  to 
go  into  the  domestic  market — — 

Smator  Nelsox  (interposing).  Excuse  me,  but  you  say  you  Avould 
limit  it  to  that.  _ You  refer  to  discounts  in  general  or  discounts  for 
the  ?ake  of  obtaining  ciiiTency  ? 

_ A r.  Vaxdehup.  Discounts  in  general,  made  directly  on  the  applica- 
tion of  the  bank  that  is  rediscounting.  1 Avould  liniit  it  to  the  pur- 
clnue  of  })aper  in  the  open  discount  market  that  bore  the  indorsement 
of  i bank.  I would  permit  the  bank  to  go  into  the  open  dkscount 
rnaiket  and  buy  })aper,  but  only  paper  that  bore  the  indorsement 
of  a depositor  bank.  In  the  foreign  market  I would  permit  a bank 
to  2 0 into  the  discount  market  and  buy  prime  foreign  bills  without 
any  regard  to  an  indorsement  by  a depositing  bank.  The  bank  would 
also  have  to  have  the  power  to  deal  in  gold  coin  and  bullion  and  in 
the  obligations  of  the  United  States  Government,  and  probably  of 
the  nsnlar  possessions. 

Senator  Hitchcock.  Suppose  the  Government  had  need  of  more 
funds;  Would  it  have  the  right  to  borrow’  of  the  bank? 

INlr.  Vaxderlip.  I .should  think  it  might  haA  e the  right  to  borrow 
f ror  i the  bank. 

S(  nator  Nelsox.  It  ought  to  have  that  right? 

IMr.  VAXDERLir.  It  jirobably  ouglit  to  IniAe  that  right,  but  there 
wouid  be  something  of  a question.  The  bank  is  an  instrument  of 
the  Government.  The  bank  is  wholly  controlled  by  Government 
oltic"rs,  by  public  officers.  That  is  a question  I would  w^ant  to  reflect 
on  I efore  giving  an  opinion. 

S(  nator  Hitchcock.  In  Germany,  as  I recall  it,  the  Eeichsbank 
loans  to  the  German  Government  by  buying  short-time  bills,  but 
thos ) representing  the  stockholders  have  the  right  to  put  a veto  on 
it  sc  as  to  limit  the  amount. 
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ISIr.  VAXOEiiLir.  The  trouble  here  Avould  be  that  there  would  be 

no  one  avIio  could  put  a veto  on  it.  , 

Senator  OXxOrmax.  Why  not?  AA  by  not  have  the  reserve  boaid 

exercise  that  povAci  ? . i i .-m 

Senator  Hitchcock.  Because  they  are  Government  ohicials  and  do 

not  represent  the  stockholders.  . 

Senator  O'Goraiax.  It  is  true  they  represent  tlie  Government  m 

the  sense  that  they  are  Government  officials.  Aet  their  principal  re- 
sponsibilitv  lies  in  a proper  admini.stration  of  tins  systeni,  and  power 
could  vcrv"well  be  conlined  to  them,  notwithstanding  the  tact  they  are 
appointees  of  the  President,  to  use  their  own  iudgment  as  to  the  e.x- 
tent  to  which  the  Government  might  procure  credit  m an  emergency. 

Senator  Nelsox.  At  all  events,  Ur.  Yanderlip,  excusing  me  for 
interrupting  you,  the  loans  to  the  Government  should  be  short-time 

loans  and  not  permanent  investments. 

l\Ir  V-AXDEKLip.  That  is  exactly  Avhat  I Avas  about  to  say.  In  no 
event  ought  the  Government  to  place  its  obligation  with  the  bank 
Avhere  the  maturity  Avas  more  than  a year.  It  must  be  banking 

^^Senator  O’Goraiax.  The  Government  would  at  all  times  possess 
the  poAver  it  now  has  of  getting  money  on  its  bonds— by  issuing  and 

selling  bonds  in  the  open  market.  • , xi.  ^ t i o. 

Mr  Vaxderlip.  Always.  Now,  I come  to  a point  that  I regard  as 

of  the  greatest  importance,  and  one  that  has  always  baffled  me  h^ 
tofore  in  trying  to  see  how’  a central  bank,  officered  by  public  officeis, 
could  possibly  be  made  to  Avork.  I think  the  question  came  up  m 
the  hearing  I had  here  before.  A central  bank  covering  the  Avhole 
country  must  have  different  rates  of  discount  in  different  commu- 
nities, else  a community  with  a high  interest  rate  will  borpw  al 
the  funds  of  the  bank  before  the  community  with  the  low  interest 

rate  reaches  the  point  where  it  wants  to  borroAV  any. 

Senator  Hitchcock.  Suppose  you  limit  the  amount  that  can  be 

advanced  to  anv  bank.  , i i 

Mr.  Vaxderlip.  Senator  Hitchcock,  you  suggested  in  the  hearing 

this  morning  a thought  which  I had  never  heard  before  in  any  dis- 
cussion, and  one  that  I have  embodied  in  this  bill,  and  which  I 
Ihouflh  was  a naw  invention.  I believe  it  is  the  mos  importan 
thoimht  that  we  have  had  on  the  line  of  a Government  biuik.  It  is. 
this-^’l  would  have  a uniform  minimum  rate  of  discount  in  every 
branch  and  for  every  bank,  but  that  nniforin  ninnmum  rate  wonh 
apply  only  to  a certain  percenlage  of  borrowin".  If  the  induidii.il 
bank  is  permitted  to  rediscount  up  to  an  amount  equal  to  its  capital 
ai“d  siiriiltis,  I would  say  that  it  may  rediscount  30  per  cent  ot  hat 
at  the  minimum  rate.  Then  as  it  increased  its  rediscount  aboA  e that, 
I would  have  a progressively  increasing  rate  above  the  minimum 
rate  There  you  get  the  repressiA^e  measure  Avhere  it  belongs  not 
on  the  community  but  on  the  individual  bank.  You  might  have  a 
community  in  which  nearly  all  the  banks  were  boiTOwing  over  the 
30  per  cent  and  paying  more  than  the  miinmiim  rate,  and  one  bank 
thafliad  been  rulining'conservatively  and  borrowed  -ot  -ng  JA  ^ 
it  came  in  the  market,  if  the  rates  were  different  in  the  ditteient 
parts  of  the  country,  it  would  be  at  a disadvantage.  It  would  haie 
to  be  penalized  because  of  what  its  neighbors  had  been  doing.  Under 
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this  plan  the  bank  in  a high  interest  rate  comniiinity,  where  every 
one  )f  its  neighbors  was  paying  more  than  the  minimum,  when  there 
cam  ! need  for  it  to  borrow  could  borrow  at  the  minimum  rate  up  to 
30  } er  cent  of  the  total  amount  it  could  borrow,  the  minimum  rate 
in  t!  e AVest  being  just  as  low  as  for  NeAv  York  banks,  New  England 
banks,  or  any  other  banks.  That  would  be  perfectly  fair  to  every 
bank,  and  the  minimum  rate  w'ould  apply  everywhere  throughout 
the  'ountrv  to  every  bank  alike,  and  would  be  advanced  as  the  in- 
divi  lual  bank’s  borrowing  increased  above,  let  us  say,  30  per  cent 
of  tlie  total. 


N )w,  it  was  the  discovery  of  that  idea  that  brought  me  to  the 
conclusion  you  could  have  a Government  bank  officered  by  public 
autfority.  AVithout  that,  this  thing  would  bo  perfectly  certain  to 
hap]  len : There  would  be  political  pressure  from  the  community  that 
Avas  being  charged  a higher  rate  than  some  other  community,  and 
that  political  pressure  would  certainly  move  a public  body,  and  you 
coul  1 not  get  the  repressive  action  of  the  discount  rate  which  you 
Avou  d be  able  to  get  by  this  very  simple  method.  I was  somewhat 
asto  lished  and  greatly  pleased  that  you  had  arrived  at  that  con- 
cliisi  on. 

Suiator  Hitchcock.  I am  very  glad  to  have  your  indorsement. 
[Laughter.] 

M '.  Vandercip.  As  fiscal  agent  of  the  Government  I would  haA'e 
the  ] Yderal  reserve  bank  charged  with  the  duties  now  imposed  on  the 
Trefsury  of  the  United  States,  and  on  the  Bureau  of  Redemption  in 
the  ' 'ffice  of  the  Comptroller  of  the  Currency.  I would  transfer  the 
pres  ;nt  redemption  fund  which  is  now  in  the  general  fund — im- 
proj  erly  in  the  general  fund,  because  it  is  a trust  fund — I would 
tran  >fer  that  to  this  bank  to  be  held  as  a trust  fund,  never  as  a part 
of  its  reserve,  but  to  be  held  as  a trust  fund,  and  would  charge  this 
banl  with  the  detail  of  redemption  and  the  custody  of  bonds  to  secure 
natinnal  bank  note  circulation  as  long  as  that  circulation  is  out- 
stan  ling. 

S(  nator  Hitchcock.  Of  course,  that  would  not  add  to  the  resources 
of  tl  e bank ; it  would  simply  be  for  economical  reasons. 

M .\  A^anderlip.  Yes. 

Senator  AAYeks.  How  much  of  a charge  would  that  bank  be  per- 
mitt  ‘d  to  make  for  that  .service? 

M ’.  A^akderlip.  I think  it  should  not  make  any  charge.  The  Gov- 
ernment does  not  make  any  charge,  and  the  bank  ought  properly, 
as  fi;cal  agent,  to  assume  that  duty.  Now,  that  is  a suggestion.  It 
is  n )t  an  essential  part  of  this  plan,  but  it  seems  to  be  a sound 
sugg  estion. 

I vould  authorize  this  bank  to  issue  circulating  notes.  Now,  there 
is  tl  e great  dilference  and  the  great  improvement  that  this  plan 
won  d have  over  any  plan  that  has  been  having  your  consideration, 
so  f ir  as  I know.  I think  I said  in  my  former  hearing  that  I re- 
garded the  issue  of  these  notes  in  the  form  of  an  obligation  of  the 
Gov  irnment  as  wrong  and  as  tending  to  lead  to  disaster,  but  that 
unti  it  led  to  disaster  that  scheme  would  work.  That  I beliei'e. 
But  the  more  I reflected  on  it  the  greater  emphasis  I put  upon  the 
unw  sdom  of  placing  the  Government  obligation  on  the  notes.  Here 
anycne  who  holds  the  opinion  that  the  xieople  should  control  the 
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currency  would  find  nothing  contrary  to  that  view  by  permitting 
this  bank  to  make  the  obligation  and  to  be  solely  responsible  for  the 
redemption  of  the  notes.  It  would  be  the  people.  A bank  wholly 
officered  by  public  employees  is  the  voice  of  the  i)eople.  and  that  is 
the  way  the  note  ought  to  be  issued— the  obligation  of  the  uank  and 

not  the  obligation  of  the  Government. 

Senator  Hitchcock.  AA^hat  would  be  back  of  the  note  of  such  a 

bank?  , ^ 

Mr.  A^andereip.  The  note  should  be  secured  by  segregating  redis- 
counted paper  to  the  amount  of  100  per  cent,  or  one-year  excliequer 
notes  of  the  Government,  to  which  I will  refer  later,  and  a .10  jier  cent 
gold  reserve.  Or  the  note  might  be  secured  by  100  per  cent  gold 

reserve. 

Now,  there  might  be  conditions  arise  Avhere  there  Avill  be  outstand- 
ing notes  in  excess  of  the  amount  of  commercial  paper  the  bank 
will  have,  but  under  those  conditions  the  notes  should  be  covered 
by  100  per  cent  of  gold,  and  the  bank  should  be  perfectly  free  to  issue 
its  notes  without  limit  so  long  as  they  are  covered  by  100  per  cent 
in  gold.  There  will  be  an  actual  floAV  of  gold  into  the  bank,  and  notes 
shcmld  be  put  out  whenever  they  are  demanded,  and  the  bank’s  gold 
stock  could  always  be  increased'  in  that  Avay  witli  100  per  cent  gold- 
covering notes  outstanding  to  any  extent. 

Senator  Hitchcock.  You  mean  notes  may  be  put  out  even  Avhen 
rediscounts  are  not  coming  in,  sinqily  because  the  banks  are  asked  for 

currency.  , . , , ^ 

Mr.  ALvndereip.  Yes;  but  in  that  case  they  should  have  100  per  cent 

gold  back  of  them. 

Senator  Hitchcock.  The  bank  asking  for  currency  may  procure 
it  either  by  depositing  gold  or  drawing  against  their  balances? 

]\Ir.  A^anderlip.  Yes. 

Senator  Poaierene.  Then  you  have  two  distinct  cla.^ses  of  notes? 
Mr.  AhvNDERLiP.  No,  sir:  'they  would  be  exactly  the  same.  The 
note  must  be  covered  either  by  100  per  cent  of  gold  or  by  100  per  cent 
of  rediscount  paper. 

Senator  Nelson.  AATth  a reserve  of  50  per  cent  ? 

Air.  AAnderlip  (continuing).  Or  exchequer  notes  and  50  per  cent 

of  gold. 

Senator  Nelson.  Your  re.serve? 

Senator  Hitchcock.  But  to  the  extent  that  the  notes  exceeded  the 
discount  paper,  they  must  be  covered  entirely  by  gold  ? 

Air.  AUnderlip.  Entirely  with  gold. 

Senator  Pomerene.  You  would  expect  those  notes,  redeemable  then 
by  the  gold,  to  bo  practically  the  same  as  all  gold  certificates? 

Air.  A'Anderlip.  Yes.  , ^ 

Senator  AAYeks.  AAYuld  you  make  them  legal  tender  i 

Air.  A^anderlip.  I would  not. 

Senator  Pomerene.  AATiy?  , t 

Air.  Vanderlip.  Because  they  are,  after  all,  a credit  instrument.  1 
see  no  reason  Avhatever  why  a gold  certificate,  which  is  not  a credit 
instrument,  but  a representative  of  "old,  should  not  be  a legal  tender. 
I can  not  conceive  any  reason  at  au  why  it  should  not.  But,  xiaren- 
thetically,  I believe  there  are  the  strongest  reasons  why  the  size  of  the 
gold  certificates  should  be  increased.  Gold  in  the  form  of  gold  certi- 
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ficiues  of  $10  and  $20  denomination  ought  not  to  be  found  in  the 
poci:ets  of  the  people.  They  ought  to  be  in  the  bank  reserves,  and  the 
thirg  in  your  pockets  ouglit  to  be  the  note  of  the  bank,  always  re- 
deei  lable  in  gold. 

8 “luitor  Nklson.  You  would  have  these  new  notes  legal  tender? 

Y r.  VAXDEKLir.  I would  not,  sir. 

S ‘nator  Bristow.  But  you  would  make  the  gold  certificates  legal 
teiK  er  ? 


i\lr.  Vanderlip.  Yes. 


I 


S ‘iiator  Hitchcock.  Can  you  state  briefly  what  evil  might  result 
from  making  them  legal  tender? 

Yr.  Vanukrlip.  They  are  not  money  in  any  sense;  they  are  a credit 
inst  •ument;  they  are  a promise  to  pay — they  are  a promise  to  redeem 
in  rioney.  They  ought  not  to  be  made  money,  and  no  hardship  can 
follow  not  doing  so.  It  may  be  that  there  has  been  sometimes  a case 
where  a man  presenting  a national-bank  note  has  met  with  the 
stat  •ment,  ‘‘  That  is  not  legal  tender,  and  I will  not  receive  it.”  That 
case  is  so  rare,  if  it  ever  did  occur,  that  the  point  is  negligible.  Cer- 
tain y the  national-bank  note  was  always  convertible  into  legal 
tenc  er,  and,  of  course,  the  note  of  this  bank  abvays  should  be. 

S' nator  Hitchcock.  I understand,  as  an  academic  proposition,  it 
is  11'  »t  sound  or  not  wise  or  not  legitimate  to  make  them  legal  tender. 
But  as  a practicable  proposition,  I can  not  sire  what  evil  would 
result.  Supposing  it  were  done,  just  for  the  convenience  of  the  peo- 
^ile,  what  evil  could  result? 

]\lr.  Vanderlip.  An  obligation  to  pay  is  and  ought  to  continue  to 
be  £11  obligation  to  pay  money — to  pay  gold — not  an  obligation  to 
give  somebody’s  promise  to  pay  gold.  I do  not  think  that  is  aca- 
demic; I think  it  is  real.  On  the  other  hand,  I can  see  no  objection 
at  a 1 to  their  not  being  made  legal  tender,  because  they  will  perform 
evei  y function  you  want  a circulating  note  to  perform.  I would 
give  them  every  quality  that  the  present  national-bank  note  has 
Tliey^  should  be  receivecl  for  public  dues,  and  they  should  have  all 
the  qualities  contained  in  the  national-bank  act  in  reference  to  na- 
tion il  bank  circulating  notes. 

S 'iiator  Hitchcock.  I can  see  why  they  should  not  be  made  good 
for  bank  reserves,  because  then  the  gold  might  get  away  from  the 
ban  cs,  which  would  be  bad ; but  I have  not  been  able  to  see  why  they 
shoi  Id  not  be  made  legal  tender.  The  man  who  receives  them  per- 
forc  e can  get  gold  for  them.  I can  not  see  that  he  suH’ers  anything. 
Xoi ',  there  must  be  some  practical  reason. 

Yr.  Yakderlip.  He  does  not  suli'er  anything  if  he  can  get  the  gold. 
If  1 e can  not  get  it,  he  certainly  ought  not  to  be  forced  to  take  the 
pro  nise  to  pay. 

S ‘Iiator  Hitchcock.  YYii  are  assuming  that  the  note  is  always 
red',  emable  in  gold. 

3-  r.  Yaxderlip.  If  that  is  so,  the  note  will  always  circulate  as 
wel  as  legal  tender,  except  in  the  rarest  possible  instances. 

S ‘Iiator  Hitchcock.  I realize  that,  lint  is  there  anything  that  can 
resi  It  as  a practicable  evil  by  making  them  legal  tender? 

r.  Vakderlip.  YYs.  If  by  any  chance  this  bank  got  in  such  a 
condition  that  it  could  not  redeem  those  notes  and  reserve  conditions 
wren  suspended,  and  it  was  not  compelled  to  redeem  them,  just  as 
the  orovernment  itself  did  not  redeem  its  promises  to  pay  for  a great 
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many  years,  then  to  force  a creditor  to  take  that  depreciated  note, 
inWad  of  the  gold  he  is  entitled  to,  wreuld  be  an  evil. 

Senator  Nelson.  And  they  would  be  depreciated  in  price,  as  was 
the  case  of  the  legal-tender  notes  during  the  war. 

Mr.  Vanderlip.  Yes.  ^ , oo  o- 

Senator  O’Gorwan.  They  went  down,  I lliink,  as  low  as  33  or  3o 

cents  on  the  dollar.  , 1 1 i 

Senator  Npxson.  It  might  not  get  as  bad  as  that,  but  it  would  lead 

*^Se^nator^IHTCii^  Of  course,  those  notes  were  issued  without 
any  gold  reserve  at  all,  without  any  provisions  thiit  are  now  made 
for  safety.  But  I am  still  not  able  to  see  who  would  fitter  or  what 
evil  would  really  arise  by  making  them  legal  tendeiv  They  are  legal 
tender,  as  I understand  you  to  propose,  when  presented  to  the  Gov- 

eminent.  , , . ^ x • a-a 

Mr.  Vandekltp.  Because  this  is  a Government  institution. 

Senator  Hitchcock.  Yes.  ^ ^ . 

Mr.  Vakderlip.  The  Government  ought  to  be  ready  and  announce 

its  Durnose  to  receive  them.  . . , 

Senator  Hitchcock.  Therefore  the  Government,  receiving  Biem, 

can  Day  them  out  for  any  purpose.  They  are  perfectly  good. 

Mr.  Vanderlip.  It  could  not  pay  them  for  any  purpose  where  its 

Senator  Hitchcock.  -Those  cases  are  rare,  and  the  gireat  volume 

mortgage  for  the  last 

10  years  has  been  made  payable  in  gold.  ^ i 

Senator  Hitchcock.  They  wouhl  not  be  atfected,  then ; they  would 

not  suffer  by  making  these  legal  tender?  . , 

Mr  Vanderlip.  They  certainly  might  if  they  became  depreciated 
and  tile  income  of  the  corporation  was  paid  in  tae  depreciated  note, 
while  the  outgo  was  paid  in  gold.  It  wreuld  suffer  vep"  much. 

Senator  Bristow.  Would  making  these  legal  tender  have  a tend- 
enev  to  have  comracts  made  payable  in  gold  more  than  would  be  the 

nsp  if  they  were  not  lUtide  Icgnl  tendei  . 

Mr  Va/derlip.  It  would  have  a tendency.  Contracts  are  now  very 

largely  made  payable  in  gold  when  the  amount  is  large  and  the  period 

^^ITenator^NELSON.  Are  these  long-time  railroad  bonds  payable  in 

<Tol(l  ? 

Mr  Vanderlip.  Almost  invariably.  , e 

Now  on  the  subject  of  having  those  notes  the  obligation  not  of 
the  Government  but  of  the  banks  I heai;cl_  a witne.ss  m this  room  this 
morninc--  say  that  universities  are  teaching  dislovaltv  to  our  Go\- 
Snment  they  are  teaching  history,  and  there  never  has  been  a caise 
in  history  where  the  Government  established  a fiat  obligation  that 
that  obligation  did  not  go  below  par  and  usually  lead  to  disaster. 
Senator  Nelson.  Are  you  taking  up  the  question  of  how  to  secure 

the.  "old  for  the  redemption  ? . , , , i.  lu 

IVIi'.  Vanderlip.  I am  providing  that  they  keep  oO  per  cent  gold 

Smator  Nelson.  Yes ; but  how  is  that  gold  to  be  acquured  ? 

Mr.  Vanderlip.  That  will  come  in  in  the  payment  for  the  stock, 
in  the  deposits  of  the  Government,  and  in  the  deposits  of  reserves  by 
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all  the  (lepositinc:  banks.  That  will  not  all  be  gold;  that  will  b© 
]ni  tly  gold  and  partly  legal  tender.  I think  that  part  of  the  reserve 
wh  ch  specilically  rovers  the  note  might  well  be  made  gold — to  pro- 
tec  a note  redeemable  in  gold. 

Senator  ^klson.  Would  it  not  help  us  if  we  made  the  customs  pay- 
able in  gold? 

i Ir.  Vandeklip.  Xo.  sir;  the  customs  in  this  case  might  just  as  Avell 
l)e  parable  in  notes  as  gold,  because  they  are  going  to  be  deposited 
right  back  into  tlie  banks.  If  the  import  dues  were  paid  in  gold,  im- 
po  ters  would  draw  gold  out  of  the  bank  for  it  and  it  would  come 
right  back  into  the  bank  again. 

tlenator  HircircocK.  Have  you  made  any  e.stimate  as  to  the  possible 
volume  of  these  notes  which  would  be  issued? 


. Ir.  VAXDF.imiP.  A si'.ggestion  I am  just  about  to  make  would  oper- 
ate at  once,  or  as  .soon  as  would  be  practicable,  to  replace  $300,000,000 
or  pSoO.OOO.OOO  of  national-bank  notes  by  those  notes.  Except  from 
tint  I should  doubt  if  in  normal  times  there  would  be  verv  many  of 


these  notes  with  the  present  level  of  business.  In  the  crop-moving 
pej  iod  I think  there  would  be  $200,000,000  more.  Then  in  future 
yet  rs.  as  the  needs  for  currency  expanded  with  growing  business,  the 
am  ount  of  these  notes  would  expand. 

Senator  Hitchcock.  Why  would  you  retire  $350,000,000  of  na- 
tio  lal-bank  notes,  when  in  your  former  testimony  you  expressed  the 
op  nion  that  our  currency  is  not  redundant  at  any  time  to  an  extent 
gnater  than  $150,000,000,  as  I recall  it? 

] Ir.  VANDEP.niP.  I would  do  that  and  keej)  exactly  in  accord  with 
mj  former  testimony.  It  was  to  the  ell'ect  that  if  you  did  not  retire 
SOI  le  of  the  pre.sent  existing  national-bank  notes  there  would  not  be 
rodii  enough  in  our  circulation  for  the  purely  dastic  factor;  that  in 
no:  mal  tiiiies  we  have  enough  circulation.  We  would  only,  there- 
foie,  have  to  issue  these  notes  for  the  peak  of  the  load,  and  there 
mi  ,dit  be  none  at  all  in  the  springtime,  but  only  in  the  fall,  in  the 
cre  p-moving  period.  We  ought  to  get  some  of  these  out  of  the  way 
to  nialce  room  for  a note  of  an  elastic  quality.  And  then  I would 
als ) provide  the  bank  with  a one-year  exchequer  note,  as  I explained 
in  tlie  hearing  before.  In  a word,  the  plan  would  be  this:  Gradu- 
all  % and  over  such  period  as  the  Federal  reserve  board  may  decide 
up  m.  tlie  Federal  reserve  bank  shall  offer  to  purchase  the  2 per  cent 
bonds  of  the  United  States  deposited  to  secure  circulating  notes  of 
ih(  national  banks,  at  par.  and  up  to  an  amount  equal  to  one-half  of 
.su<  h bonds  depo.sited  with  the  Treasury  of  the  United  States  as 
sec.irity  for  national-bank  note  circulation,^  Now,  it  would  pay  for 
tluse  lly  taking  the  redemption  responsibility  for  the  notes  that  are 
on  standing  and  would  then  exchange  the  2 per  cent  bonds  that  it 
go  for  the  3 per  cent  one-year  exchequer  notes. 

Cow,  you  may  say  at  once  that  that  represents  a loss  to  the  Govern- 
nu  nt.  But  with  the  tax  the  bank  would  pay — and  that  tax  to  be  a 
lie  1 u|)Ou  its  earnings  ahead  of  any  dividends — an  amount  equal  to 
I J per  cent  on  an  amount  of  notes  equal  to  these  exchequer  notes 
iss  led — that  would  compensate  the  Govermnent  for  the  payment  of 
1 I er  cent  additional  interest,  and  would  compensate  also  for  the  loss 
of  the  one-half  of  1 per  cent  tax  now  paid  on  circulating  notes  se- 


em ed  by  2 per  cent  bonds. 
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Senator  Po3ierene.  Do  I understand  that  tax  to  be  on  the  ex- 
chequer notes  you  referred  to? 

]\Ir.  Vandereip.  The  tax  would  be  on  circulating  notes  secured  by 

exchequer  notes. 

Senator  Pomerene.  A^es. 

Mr.  Vandereip.  I would  gradually  substitute  rediscounted  paper 
for  the  exchequer  notes  and  leave  them  free  in  the  treasury  of  the 
bank.  This  gives  the  bank  an  employment  for  its  funds  in  normal  . 
times.  In  normal  times  there  will  be  no  great  amount  of  rediscounts 
in  this  country.  A"ou  remember  the  advantage  of  the  rediscount  sys- 
tem is  not  to  employ  all  of  your  funds  all  the  time  in  such  redis- 
counts. It  is  not  for  a bank  to  borrow  from  this  central  reserve 
bank,  and  loan  those  funds  at  a higher  rate  to  its  customers.  In 
normal  times  the  bank  will  not  go  to  the  central  reserve  bank  to  re- 
discount at  all. 

The  advantage  is  only  that  you  can  go  there  in  the  last  emergency; 
that  is  the  great  advantage  of  it,  that  you  can  always  go  there; 
that  you  can  alwavs  make  your  commercial  paper  liquid.  Xqr-/ 
mallv,  the  rate  wiirbe  too  high  to  go  there.  Xormally,  a bank  wilU 
0-0  into  the  open  discount  marlict  and  sell  some  of  its  commercia^ 
paper;  or  it  may  borrow  through  other  banks.  But  the  knowledga 
that  it  can  always  go  there,  can  always  make  liquid  its  commercial 

paper,  is  the  great  thing.  . 

Senator  Hitchcock.  I do  not  believe  I quite  get  clear  m my  mind 
this  process.  A^ou  would  have  the  banks  take  over  $350,000,000  of 
2 per  cent  bonds  now  held  in  the  Treasury  for  the  various  banks? 

Air.  Vandereip,  A^cs.  « o 

Senator  Hitchcock.  Xow,  what  would  the  bank  pay  for  those? 

Air.  A^andereip.  It  would  assume  the  national  bank  notes  now 
outstanding.  That  would  be  equivalent  to  paying  par  for  the  bonds. 

Senator  Hitchcock.  AVell,  the  national-bank  notes  outstanding 
belong  to  the  banks  of  issue. 

Air.  AA\ndei!Lip.  I know.  Xow,  this  bank  would  assume  those 
notes  outstanding  that  are  secured  by  this  $350,000,000  of  bonds. 

Senator  Hitchcock.  It  would  assume  their  redemption? 

Air,  Vandereip.  A^es;  it  Avould  assume  their  redemption  and  retire- 

Senator  Hitchcock.  And  wliat  would  it  redeem  them  with  ? 

Air.  Vandereip.  AVith  its  own  notes,  which  it  would  be  enabled  to 


f issue  bv  putting  these  exchequer  notes  under  the  new  circulating 

f notes.  ‘Xow,  tliey  would  only  remain  under  them  temporarily. 

Ultimately  commercial  paper  would  come  under  them  and  the  ex- 
chequer notes  would  be  free  in  the  Treasury.  But,  generally  speak- 
ing, the  $350,000,000  of  national  bank  notes  would  be  replaced  by 
$350,000,000  of  notes  of  the  Federal  reserve  bank. 

Senator  Hitchcock.  AA^ell,  the  $350,000,000  of  2 per  cent  Govern- 
ment bonds  which  would  be  taken  over  would  be  replaced  then 

Senator  O'Gorman  (interposing).  Substituted. 

Senator  Hitchcock.  Substituted  by  exchequer  notes. 

Air.  Vandereip.  They  would  be  absolutely  retired  by  the  Govern- 
I ment.  They  would  be  received  by  the  Government,  and  in  their 

^ place  the  one-year  exchequer  notes  would  be  issued. 

Senator  Hitchcock.  And  they  would  belong  to  this  bank? 
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Mr.  V ANOERLIP.  Yes. 

■Senator  Hitchcock.  And  bear  3 per  cent  interest? 

Mr.  VANDEitniP.  They  would  bear  3 per  cent  interest;  they  would 
in  iture  every  year;  but  the  bank  would  be  und(‘r  obliffation  to  renew 
th?ni.  They  would  renew  them,  probably,  one-twelfth  eacli  month, 
or  something  of  that  kind. 

Senator  Nelson.  But  that  right  of  converting  2 per  cent  bonds  into 
3 per  cent  excliequer  notes,  as  you  speak  of,  ought  to  be  prorated 
among  the  banks,  ought  it  not? 

Mr.  Vandeklip.  Oh,  yes. 

Senator  Nelson,  According  to  their  bond  holdings? 

Mr.  Vandeklip.  Certainly. 

Senator  Nelson.  OtherAvise  it  would  not  be  fair, 

•Mr.  Vandeklip.  It  Avould  not  fair.  Each  bank  ought  to  be  per- 
m tted  to  sell  one-half  of  its  bonds  that  are  uji  to  secure  circulation 
at  par  for  this  purpose. 

Senator  Hitchcock.  But  the  Government  Avould  be  paying  3 iier 
ce  it  on  its  bonds  instead  of  paying  2 per  cent.  Hoav  do  you  com]ien- 
sa  e it  for  that  loss? 

Mr.  Vandeklip.  By  giving  them  the  tax  of  per  cent  on  the 
nc  tes. 

Senator  Hitchcock.  VTiat  notes? 

Mr.  Vandeklip.  The  notes  that  the  Federal  reserve  bank  is  to 
is.‘  lie  to  retire  the  national-bank  notes. 

Senator  Hitchcock.  But  you  see  that  would  lie  taxing  itself,  Avould 
it  not? 

Mr.  Vandepuap.  It  would  be  taxing  itself,  except  that  I saj^  that 
thit  tax  shall  be  a lien  ahead  of  any  dividends. 

Senator  Hitchcock.  But,  then,  if  the  bank  earns  dividends  any 
su  '’plus  over  the  dividends  it  is  allowed  to  pay  goes  to  the  Govern- 
m*  nt  ? 

Mr.  Vandeklip.  Then  you  miglit  say,  in  effect,  that  it  will  be  taxing 
itself. 

Senator  Hitchcock.  So  that  you  do  not  relicA’c  the  GoA’ernment; 
ar  d the  Government  Avould  be  pajdng  3 ]ier  cent  interest  instead  of 
2 ler  cent. 

Mr.  V.A^NDEKLiP.  The  GoA’crnmcnt  would  be  taxing  itself,  in  effect, 
if  you  could  accomplish  all  the  purposes  that  are  sought  to  be  accom- 
pl  shed,  without  doing  this  thing  and  make  the  earnings  of  the  bank 
as  high  as  they  Avould  be  if  you  had  not  coiiA’crted  2 per  cent  bonds 
in  o 3 per  cent  notes.  But  the  earnings  of  the  bank  Avould  really  lie 
m derially  higher  as  a result  of  converting  bonds  into  notes;  so  much 
hi  rher  that  the  Government  Avould  profit  instead  of  lose  by  making 
th  i notes  bear  3 per  cent. 

Senator  O'Gokman.  Would  not  the  benefit  tliat  the  Government 
Would  derive  from  the  enjoyment  from  the  surplus  profits  of  this 
Fi  deral  reserve  bank  be  more  than  ample  compensation? 

Mr.  Vandeklip.  Very  much  more,  in  my  opinion. 

Senator  O’Gokhan.  For  the  immediate  los.s  to  AA'hich  it  may  be 
ex  posed. 

Mr.  Vandeklip.  AYs,  sir. 

Senator  O’Gorxian.  In  pa3ung  3 per  cent  interest,  where  heretofore 
it  has  paid  only  2 per  cent. 

Mr.  Vandeklip.  AYs,  sir. 
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Senator  Weeks.  Have  3'ou  made  any  estimate  of  Iioaa'  much  that 
surplus  profit  Avould  be? 

Mr.  A^andeklip.  I have  not ; but  I feel  quite  confident  that  that 
would  be  the  case. 

Senator  Weeks.  Do  .you  think  the  dividends  should  be  made 
cumulative? 

Air.  AT-andeklip.  A"es,  sir. 

Senator  Nelson.  IVith  a 50  per  cent  reserve  in  gold.  Air.  A'anderlip, 
could  .you  not  i.ssue  tliat  currencA'  based  upon  these  exchequer  bills  in 
larger  volume  than  the  par  value  of  the  exchequer  bills — than  their 
face  value? 

Air.  A^andeklip.  I would  not  advise  that,  and  I would  not  encour- 
age the  bank  at  all  to  use  these  exchequer  bills  as  coA'er  for  circulat- 
ing notes.  The  rediscounted  paper  is  what  should  be  used,  and  the 
exchequer  notes  should  be  held  there  in  the  Treasury  for  the  employ- 
ment of  funds  in  a scant  time.  A"ou  see  you  iiay  3 per  cent  on  these 
notes,  but  to  whom  do  you  pay  it?  AYu  pay  it  right  back  to  your- 
self, practically,  because  the  Government  gets  the  earnings  of  the 
banif. 

Then  these  exchequer  notes  become  of  the  greatest  value  in  in- 
fluencing a gold  movement  or  in  protecting  the  bank  in  anj’^  time  of 
stress.  They  would  be  a perfectly  ideal  bankable  ]iaper  in  any 
commercial  market  in  the  world.  With  the  highest  possible  credit 
and  short  maturity,  they  Avould  be  the  ideal  thing  for  a bank  to  have 
to  operate  Avith  m the  money  markets  of  the  Avorld.  The  bank 
could  go  to  the  Bank  of  France  or  to  the  Bank  of  England  or  anj’- 
Avhere  Avhere  there  Avas  credit  to  be  had  or  gold  to  be  bought  and  buj’’ 
it  Avith  that  obligation. 

Senator  Hitchcock.  Well,  as  a matter  of  fact,  Avould  not  they 
sloAvly  drift  out  of  the  country,  and  Avould  it  not  happen  after  10 
years  that  this  bank  Avould  not  have  any  of  these  choice  3 per  cent 
bonds? 

Air.  A'andeklip.  At  the  end  of  every  year  they  come  back  into  the 
hands  of  the  bank.  The  Government ‘pays  them  and  issues  iieAv  ones 
in  their  place,  Avhich  the  bank  buys.  Tliey  can  not  drift  out  of  the 
country  in  the  Ava\’  you  suggest.  If  they  drift  out  of  the  countiw — 
that  is,  if  the  bank  used  them  in  order  to  liuy  gold,  Ave  Avill  say. 
in  London  as  soon  as  they  mature — and  some  of  them  Avill  mature 
in  30  days,  some  of  them  Avill  mature  in  GO  days,  and  so  on,  and  the 
last  will  mature  in  a year— they  will  at  maturity  be  presented  for 
pa.yment  and  neAV  ones  at  once  bought  by  the  bank. 

Senator  Hitchcock.  Then,  suppose  the  United  States_  should  be- 
come iiiA'olved  in  war  and  it  should  find  itself  in  a ]iosition  Avhere 
it  had  to  market  great  quantities  of  bonds,  Avould  it  not  happen  that 
it  Avould  not  be  able  to  reneAV  these  bonds  on  a 3 per  cent  basis? 

Air.  Vanderiap.  The  bank  ]iledges  itself  for  20  years  to  renew 
them 

Senator  Hitchcock  (interposing).  Oh,  you  have  that  in  the  char- 
ter of  the  bank,  have  jmu? 

Air.  Ak\NDEKLip.  AYs,  sir.  That  must  be  fundamental,  that  the 
bank  is  under  pledge  to  renew  them. 

I Avould  have  this  measure  provide  a national  clearing  house,  as 
I explained  this  morning,  and  not  alone  for  the  reason  that  it  would 
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be  a great  economic  engine,  but  that  you  must  provide  for  the  col- 
le(  tion  of  checks  without  imposing  on  banks  the  necessitj'  of  keeping 
balances  with  other  banks. 

Senator  Vv'eeks.  iSIr.  Vanderlip,  that  would  be  one  of  the  most 
diticult  things  to  do  in  this  measure  which  you  propose.  Country 
banks— probablv  22,0C0  or  23,000  out  of  the  25.000  believe  that  their 
interests  are  going  to  be  jeopardized  if  that  is  done,  and  universally 
tli3y  have  opposed  any  such  action.  Now,  wl  at  can  we  do  to  pi'e- 
vent  their  making  a material  lo.ss  in  revenues  and  still  carry  out  the 
sn^^gestion  which  you  make? 

Mr.  VANDERLir.  Point  out  that  they  opposi'  it,  not  on  economic 
gi ounds,  which,  if  they  understand  it  they  must  admit  aie  souneb 
bit  on  selfish  grounds  of  earnings;  and  try  to  show  them  that  if 
they  will  be  broad  gauged  and  put  into  operation  a measure  that 
w 11  be  for  the  best  interests  of  this  whole  country,  their  earnings 
w 11  be  larger,  although  reduced  by  this  small  amount  of  profit  which 
tlj  ey  make  now  on  collections. 

Senator  O’Gorman.  Mr.  Vanderlip,  let  me  give  you  a concrete 
case  A gentleman  representing  the  second  largest  bank  in  the  State 
ol  Mississippi  testified  before  us  recently  that  the  net  profits  of  the 
bf  nk  amounted  to  $40,000  a year. 

Senator  Weeks.  $48,000,  was  it  not? 

Senator  O’Gor^ian.  Perhaps  it  was.  It  was  something  over 

0,000,  and  he  said  $20,000,  almost  50  per  cent  of  the  net  profits 
of  the  bank,  were  derived  from  exchange  charges;  and  he  said,  m 
SI  bstance,  that  if  a system  were  adopted  by  which  their  profits  would 
b<  so  materially  reduced,  that  they  would,  of  (ourse,  surrender  their 
ni.tional  charter,  and  continue  as  a State  bank  and  continue  to  enjoy 

tl  at  revenue.  Now,  what  would  you  say  to  that? 

Mr  Vanderlip.  I would  say  that  I fear  that  these  $20,000  profits 
w ^re  gross.  If  you  analyze  exactly  what  he  said,  he  probably  said 
tlat  he  got  $20,000  in ’'gi’oss— he  may  not  have  used  the  wmrd 

rross  in  his  collection  charges.  I can  not  believe  that  any  bank 
tlat  is  doing  anything  like  a normal  business  derives  half  of  its 
n it  profits  oi?t  of  the  net  profits  of  the  collection  busine.ss.  It  is  not 

s(  ; that  is  all.  , ,,,,,,  t 

Senator  O’Gorman.  We  have  been  told  by  all  representatives  of 

c.  untrv  banks  that  their  profits,  perhaps  on  a capital  of  $2o,000  or 
li=«  mmht  probably  not  exceed  $15,000  or  $20,000  a year— and  that 
tl  cw  may  malce  as  much  as  $2,500  a year  or  $3,000  from  exchange 

cliarges.  , . ,,  , , , . , 

Mr  A'anderlip.  A gentleman  was  making  that  statement  to  me  the 

o her'dav,  and  I challenged  it;  and  he  admitted  that  wliat  he  meant 
AMIS  that  the  gros.s  profits  out  of  collections  Avere  equal  to  one-half 
o ' his  net  earnings.  Well,  when  you  come  to  analA'ze  that  statement, 
tliO  taking  aAA'ay  of  the  collection  business  would  not  fall  so  heavily 
o 1 that  bank.  If  a bank  is  doing  a business  Avhere  half  of  its  earn- 
j]  o-s  come  out  of  the  community  for  paying  collection  charges,  it  is 
c larging  the  community  too  much,  and  that  community  is  paying 

ti'O  great  a charge  for  that  bank’s  sen- ices. 

Senator  AA^eeks.  Is  it  not  true  in  the  case  of  small  banks  of  that 
k nd,  that  about  the  same  force  Avoiild  have  to  be  maintained,  whether 
t]  ley  Avere  doing  this  collection  business  or  not  i so  that  the  receipts 
f om  the  collection  business  are  practically  net? 
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Mr.  Vanderlip.  Well,  that  might  be,  in  some  measure,  true. 

Senator  AA’’eeks.  In  small  banks  ? 

Senator  Nelson.  Now,  is  not  the  situation  altered  somewhat  under 
your  plan  from  what  it  is  in  the  bill,  because  there  is  nothing  com- 
pulsory ? That  is,  the  country  bank  need  not  come  into  the  sys- 
tem; they  can  stay  outside  and  are  not  obliged  to  come  in. 

Air.  Ah\NDERLip.  They  must  come  in,  .so  far  as  the  reserve  provi- 
sions are  concerned. 

Senator  Nelson.  T'es. 

Air.  Vanderlip.  That  is  all.  There  is  nothing  else  compulsory, 
particularly  if  you  do  not  compel  them  to  underwrite  this  public 
subscription  of  stock.  There  is  nothing  compulsory  at  all,  except 
this  reserve  requirement;  they  must  keep  their  reserve  where  you 
tell  them  to.  That  is  all. 

Senator  Nelson.  They  need  not  do. their  clearances  through  these 
subsidiary  banks? 

Air.  Vanderlip.  Not  at  all.  . 

Senator  Nelson.  So  that  the  situation  is  not,  practically,  under 
your  plan  as  it  would  be  under  the  plan  proposed  in  the  bill? 

Air.  Vanderlip.  Well,  in  effwt  this  bank  would  do  the  clearing 
business  so  cheaply  and  so  effectively  that  it  would  take  it  away 
the  other  banks.  The  economy  woiild  be  so  great  that  that  would  be 

the  effect. 

Senator  Nelson.  Yes.  . . 

Senator  Hitchcock.  T would  like  to  have  your  opinion  on  this. 
Air.  Vanderlip.  Suppose  it  is  a fact,  as  I believe  it  to  be,  that  tliere 
are  possibly  several  thousand  small  communities  in  the  United  States 
which  depend  upon  a bank,  say,  of  $10,000  capital,  and  that  bank  is 
a fT^reat  convenience  to  that  community,  and  it  has,  say,  of 

defiosits.  It  is  not  possible  with  that  volume  of  deposits  to  have 
loans  sufficient  to  pay  a dividend  upon  the  capital  and  a decent  salai\ 

to  the  men  that  run  the  bank.  , , . , • i .i  n 

Now  they  eke  out  dividends  and  their  salaries  by  the.se  collection 

charo’es  A\  oiild  you  not  say  that  the  bank  is  of  sufficient  convenience 
to  tliat  community  to  warrlint  a continuance  of  that  system  ? 

Air  Vanderlip!:  I would  say  that  it  is  a great  convenience  to  the 
community,  and  that  under  this  plan  it  still  would  r^am  a consid- 
erable amount  of  what  it  makes  out  of  collections.  That  is  to  sai, 
a merchant  in  that  community  having  a bill  to  pay  in  New  Aork 
will  come  in  to  buy  a New  A"ork  draft  under  our  present  system  In 
order  to  sell  a New  York  draft  that  bank  has  got  to  keep  a balance 

in  Ncav  York  to  write  it  on.  ^ j i -n 

Under  the  system  that  I propose,  or  that  is  proposed  in  the  bill 

that  is  before  you,  when  a merchant  comes  in  to  get  a piece  of  paper 
that  will  pay  a New  York  draft  the  bank  will  merely  write  its  check 
on  the  central  reserve  bank  or,  in  the  other  case,  on  the  regional 
bank.  Instead  of  writing  it  on  a New  York  bank  it  Avrites  it  on  the 
central  reseri’e  bank  or  on  the  regional  bank.  It  can  sell  it;  it  can 
cet  some  charge,  some  commission,  there  just  the  same.  ^ 

^ But  its  check  on  its  deposit  in  the  central  reserve  bank  is  par  in 
New  York  or  par  anyAvhere  else.  It  can  write  drafts  for  its  custom- 
ers that  will  be  par  anywhere  in  the  Unitted  States,  without  keeping 
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th  ' lalaiK-e  anywliere  in  the  United  States,  except  in  the  Federal 
ic-erve  bank. 

senator  IIitciicock.  Well,  that  is  tnie.  But  it  still  is  not  ^tting 
wl  at  it  gels  now.  I understand  a discount  on  such  checks  of  its  cus- 
toi  lers  has  come  to  it  for  collection.  And  now  suppose  tliat  bank,  not 
be  ng  able  through  a little  charge  on  its  drafts  and  through  the 
iiiierest  on  its  loans  to  make  a lin  ing,  to  make  an  existence  possible, 
go  ^3  out  of  business.  The  people  of  that  cominimity  then  go  back 
to  the  idea  of  keeping  their  little  hoards  in  stockings  or  in  bedticks 
or  under  mattresses  or  tliey  go  10  or  15  miles  away  and  deposit  it  in 
a bank.  Has  not  tliat  community  suffered  a loss? 

Vfr.  Vandkri.ip.  They  have  suffered  a very  great  and  very  real  loss 
if  that  were  the  effect,  but  that  will  not  be  the  effect.  The  effect  will 
be  that  that  bank  having  the  new  facilities  provided  by  either  of  these 
pi  ms  will  prosper  more,  even  in  spite  of  this  small  loss,  than  it  ever 
prisnered  before. 

Senator  Hitchcock.  I think  it  is  very  questionable  whether  that 
ba  ik  gets  any  advantage  out  of  this  new  system,  however,  which  is 
pi'iposed,  because  it  has  a privilege  of  discount  now  with  its  city 
CO  -respondent,  and  its  city  correspondent  might  take  paper  which 
CO  dd  not  be  available  under  the  bill  that  wc  haA-e  before  us  or  the  one 
wl  icli  you  have,  so  that  it  gets  no  benefit  at  all. 

\lr.  Vanoerlip.  The  community  in  which  that  bank  is  operating 
will  iret  a lower  level  of  interest  under  either  of  these  plans. 

Senator  Hitchcock.  Well,  I hope  that  will  be  the  result,  but  I have 
nerer  been  able  to  see  how  such  a bank  gels  any  benefit  out  of  this 


sy  item.  , i , i-  • 

Mr.  Vaxoerlip.  If  the  community  does  get  a lower  lei  el  of  interest 

ra  e.  the  community  will  prosper  more. 

senator  Hitchcock.  But  I think  all  these  little  banks  will  be  wiped 
out.  They  do  not  exist  in  any  European  country  where  the  cen- 
tr;  dized  bank  system  prevails.  You  will  find  no  such  lymks  in  France 
or  in  Germanv  or  anywhere  where  tliat  system  prevails. 

Mr.  VANDEimiP.  Personally  I should  be  very  glad,  looking  at  the 
(ji  esticn  from  the  point  of  view  of  the  bank  with  which  I am  con- 
nected, to  pass  a measure  that  will  compel  the  small  banks  of  the 
CO  intry  to  keep  deposits  with  us.  IMy  whole  jiersonal  interest  is  on 
tint  si'de.  But  my  judgment  is  that  the  advantage  of  the  whole 
country  lies  on  the  side  of  th.c  national  clearing  house. 

Senator  Xeeson.  Well,  the  little  country  banks,  Mr.  Yanderlip, 
net  being  required  to  keep  deposits  in  othei-  baidcs  for  exchange  busi- 
111  'S  as  they  do  now  would  have  more  loanalde  funds  at  home,  would 


tiny  not?  . 

Mr.  VANUEiiLiP.  Yes;  and  instead  of  getting  2 per  cent  for  that 

bp  lance  as  tliey  now  do  they  would  get  5 or  G per  cent. 

Senator  Yelson.  And  that  would  compensate  them  in  a measure 


fer  that  small  loss,  would  it  not? 

Mr.  Vanderlip.  I believe  it  would  compensate  them  fully. 

Senator  Bristow.  iMr.  Vanderlip,  if  Senator  Nelson  is  through,  I 
sliouhi  like  to  ask  you  a question. 

Senator  Neikon."  I have  finished. 

Senator  Bristow.  Tliere  is  one  feature  that  has  been  discussed  a 
g(  od  deal  since  you  were  here  the  other  day  in  regard  to  this  exchange 
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matter,  and  that  is  the  payments  by  check.  Bankers  do  not  like  it, 

'^^We^have\leveh)ped  these  small  banks  all  over  the  country,  and 
the  country  bank  solicits  from  farmers  and  different  citizens  in  its 
coLim^and  asks  the  people  to  deposit  their  money  with  it,  and 

then  to  take  a check  book  and  pay  out  by  check.  - , , • 

\nd  T think  that  that  has  resulted— the  use  of  checks  th  ^ 
countrv  in  the  o.stablishment  and  maintenance  of  a gi-eat  many  small 
Ws  because  it  has  drawn  the  money  that  was  liept  around  in 
I ure-vn  drawers  and  other  places  in  the  community  into  a centei , 
amrinstead  of  keeping  the  money  m his  pocket  or  hidden  a\yt\ 
somewhere,  the  citizen  takes  a check,  and  when  he  pay  for 
oi  merchandise,  or  for  a pig,  or  a cow  he  draws  a chccK  for  it , he  does 
not  carry  the  money  with  him;  the  money  is  in  the  b-ank;  and  soiiie^ 
bSy  has  borrowed  it  that  needed  it;  and  so  it  builds  up  the  com- 

^^^Now ' the  use  of  checks  has  become  so  common  in  this  country  that 
when  J merchant  in  Salina,  Ivans.,  pays  his  Chicago  house,  he  fre- 
nuently— I sav  usually— simply  draws  a check  on  his  local  bank  and 
inds  it;  it  goes  to  Chicago,  and  they  do  not  have  to  go  and  get  a 
money  ordeiH  they  do  not' have  to  go  and  get  an  express  ordei,  qi 
they  do  not  have 'to  go  and  buy  a bank  draft  Die  citizen  does  |t 
at  ni"ht  after  everything  is  closed  up.  And  in  our  pait  of  t e 
counHy  the  pay  rolls  are  paid  by  check ; everything  it  done  by  check. 

Now.  with  this  discount  system— not  discount  system 

Spuator  O'Gorman  (interposing).  Clearing  system. 

sLator  Bristow.  Yes;  clearing  system  that  is  suggested  here; 
would  not  that  break-up  or  interfere  with  that  process. 

Mr.  Van’derlip.  No;  it  would  gi-eatly  facilitate  it. 

Senator  Bristow.  Now,  tell  me  how  it  would  facilitate  it 

Mr.  V.vNDiT.up.  By  facilitating  the  collection  of  the  check  If 
that  check  reaches  the  Chicago  merclnint,  he  deports  t with  his 
hank  and  is  charged  exchange  on  it.  Anything  that  will  facilitat 
the  collection  of  that  check  is  of  advantage  to  the  merchant,  and 
therefore  of  advantage  to  the  man  who  issues  the  chcc.v,  be.-cUise,  in 

the  end,  that  is  where  the  cost  must  fall.  . . 

The  merchant  is  not  going  to  do  business  without  profit.  He  is 
croin^  to  put  into  his  pocket  something  to  cover  the  loss  of  time  and 
of  commission  in  collecting  that  check.  Anything  that  will  facilitate 
llie  collection  of  that  check  will  increase  the  use  of  similar  checks. 

Senator  Bristow.  Well,  that  is  very  satisfactory  if  it  will  operate 

^^^*Now"  "there  is  another  advantage  to  the  local  merchant  oi’  the  local 
citizen’in  our  part  of  the  country.  Settlements  are  made  the  1st 
of  the  month;  and  nearly  all  of  the  routine  business  is  done  and  pay- 
^lenls  made  the  1st  of  the  month ; collections  are  made  the  1st  of 
the  month  The  merchant  on  the  last  day  of  the  month  will  go  over 
his  accounts.  He  knows  what  is  due  and  where  his  check  wi  reach 
the  creditor  on  the  1st  of  the  month ; that  if  it  does,  he  will  get  a 
discount  probably.  He  collects  on  the  1st  of  the  month.  He  dr.aws 
those  cheJks  when  he  probably  has  not  the  money  in  the  banje.  His 
bank  account  may  be  low ; it  would  not  begin  to  pay  them,  and  he 
depends  upon  his  collections  on  the  1st  or  2d  day  of  the  month  to 
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mejt  those  checks  by  the  time  they  get  back;  and  that  is  done  every- 
>vl;  ere. 

!n(av,  in  the  normal  operations  of  the  business  of  the  country  there 
an  thousands  and  hundreds  of  thousands  of  nien  who  handle  their 
bn  Iness  in  tliat  way.  And  anything  that  we  did  here  that  would 
dhturb  or  make  ditlicult  this  routine-established  method  of  business 
wtuld  be  received  with  very  great  disfavor.  And  I do  not  want 
an  . thing  in  this  bill  that  wo  may  pass  here  to  in  any  way  disturb 
tin  t situation. 

dir.  VANDKimrp.  This  measure  will  not  facilitate  the  kiting  of 
clu  cks.  It  will  not  facilitate  the  business  of  writing  a check  when 
yo  i have  not  a balance  in  the  bank  to  pay  it  with.  This  will  shorten 
tin  time  between  the  blotting  of  your  signature  on  a check  and  the 
time  when  that  check  is  charged  against  your  account;  there  is  not 
an  r doubt  about  that. 

s'ow,  if  you  think  it  desirable  for  people  to  be  able  to  write  checks 
wi  hout  having  a balance  in  the  bank,  iind  let  those  balances  come 
afier  a while,  and  increase  the  time  between  l,hc  day  you  sign  the 
ch  ;ck  and  the  day  you  are  charged  with  it,  } ou  do  not  want  this 
sy!  tern. 

senator  Pomerene.  And  the  kiting  of  a check  is  neither  fair  to  the 
ba  iker  nor  fair  to  the  payee  of  a check,  is  it? 

Vlr.  Vandeklip.  No,  sir. 

senator  Shafrotii.  IMr.  Vanderlip,  how  would  it  do  to  put  a 
m:  ximum  charge  of  $1  a thousand  for  collection  ? 

\lr.  Vanderlip.  I would  not  be  prepared  to  answer  that  as  to  the 
figure.  Certainly  you  do  not  -want  this  bank  to  do  a service  without 
be  ng  paid  for  it.  You  do  not  want  to  impose  on  this  bank  the  neces- 
sity  of  crediting  in  New  York  at  par  a check  that  has  been  drawn  in 
8a  n Francisco,  and  that  the  bank  can  not  get  its  credit  for  until  that 
ch  !ck  has  traveled  to  San  Francisco.  You  must  permit  it  to  charge 
wl  at  it  is  right  to  charge — what  woidd  be  fair  for  the  service  j)er- 
fo  -med — either  a charge  in  the  form  of  a commission,  or  in  a de- 
layed credit  of  the  item 

Senator  SiiAFROTn  (interposing).  The  only  thing  is,  the  country 
baidis  are  protesting  very  strongly  against  this  bill,  and  there  is  also 
so  ne  protest  that  excessive  charges  are  made;  and  I thought  that  if 
ycu  coidd  put  a limit  upon  it  it  might  be  a compromise  that  would 
be  well  to  consider. 

Senator  Bristow.  IMr.  Vanderlip,  suppose  that  I draw  a check  for 
$1,000,  living  in  Kansas,  as  I do,  to  pay  a debt  which  1 owed  in 
Chicago — we  will  say  to  the  Butler  Paper  Co.  And  that  company 
deposits  that  check  in  a Chicago  bank  witli  vhich  it  does  business, 
ai  el  that  check  is  then  sent  back  to  the  bank  U])on  which  it  is  drawn 
at  Salina.  The  bank  at  Salina,  Ivans.,  does  not  charge  me  anything. 
It  wants  me  to  make  my  remittances  that  way.  It  prefers  that  I 
should  do  so.  What  charge  is  made — what  bank  gets  the  charges  on 
th  at  check? 


Mr.  Vanderlip.  I will  tell  you  who  does  charge  jmti  something; 
that  is,  the  Butler  Paper  Co.;  because  you  have  paid  them  with 
something  that  is  not  worth  par;  you  have  paid  them  with  a piece  of 
pi  per  that  they  have  to  do  one  of  two  things  w ith,  either  to  put  it  in 
tl  eir  bank  and  get  a delayed  credit  for  it,  which  means  a credit  after 
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some  days,  just  to  give  the  bank  time  to  collect  it,  or  be  charged  a 
collection  commission. 

Senator  Bristowl  Theoretically  you  are  right,  but  practically  you 

are  not.  ^ ^ ^ 

Senator  0'Gor:uan.  You  are  a favored  depositor  there.  Senator 

BristoAV.  . 1 1 1 

Senator  Bristoav.  The  Butler  Paper  Co.  credit  me  with  that  check 

just  the  same  as  if  it  Avere  a bank  draft,  or  a postal  money  order,  or 
an  express  money  order;  it  malces  no  diflerence  to  them.  I get  ex- 
actly the  credit,  penny  for  penny,  that  I Avould  even  if  I sent  the 

money  by  express. 

Mr.  Vanderlip.  You  will  admit  that  it  is  worth  less  to  the  Butler 
Paper  Co.  than  cash  or  a Chicago  draft,  will  you  not? 

Senator  Bristoav.  I do  not  knoAv. 

Mr.  Vanderlip.  I can  proA'e  that  it  is,  because  I can  tell  you  that 
they  will  not  be  able  to  get  a par  credit  for  that.  They  must  pay  a 
commission. 

Senator  Bristow.  Well,  I want  to  Imow  what  charges  are  made  as 
against  this  check  in  its  trip  from  Salina  to  Chicago  and  back  again. 

Mr.  Vanderlip.  The  Chicago  bank  will  charge  the  Butler  Paper 
Co.  a commission.  The  Chicago  bank  will  probably  send  that  check 
to  Kansas  City  and  will  pay  nearly  all  of  their  commission  to  Kansas 
City.  Kansas  City  will  send  it  on  to  Salina,  Kans.,  and  probably 
has  an  arrangement  with  the  Salina  bank  to  remit  once  a Aveek,  so 
that  the  Kansas  City  bank  will  be  out  an  average  of  four  days.  It 
must  have  charged  a commission  that  will  compensate  it  for  interest. 
The  Chicago  bank  must  have  charged  a commission  that  will  com- 
pensate it  for  interest,  because  it  has  credited  this  as  cash  to  the 
Butler  Paper  Co.  It  does  not  get  it  back  under  a week.  It  is  not 
cash,  it  is  froth.  It  is  a piece  of  paper  in  the  mail.  It  Avill  take  a 
Aveek  to  get  that  back  from  Salina,  Kans.,  and  perhaps  more;  a week 
to  «yet  it  in  the  form  of  money  in  the  vault  of  the  Chicago  bank. 

The  Butler  Paper  Co.  has,’hoAvever,  obtained  a balance  that  it  can 
check  on,  and  they  must  be  charged  a commission  for  collecting  that 
piece  of  paper  equal  to  the  interest  and  to  such  work  as  may  be  con- 
nected with  the  collection,  interest  for  the  period  from  the  time  the 
credit  is  given  to  the  paper  company  until  the  time  the  bank  gets 
into  its  vault  the  equivalent  amount  of  money. 

Senator  Bristoav.  As  a matter  of  fact,  the  bank  may  charge  the 
Butler  Paper  Co.,  and  it  may  not.  All  banks  do  not  make  a charge 

for  that.  . -r , T 1 

]\lr.  Vanderlip.  I belieA-e  they  do  in  Chicago.  I believe  there  is  a 

clearing-house  rule  there  compelling  all  banks  to  charge. 

Senator  Bristoav.  Now^  Ave  Avill  take  another  illustration.  Sup- 
pose that  I have  a customer  at  Plainville,  Kans.,  who  OAves  me  $100 
and  .sends  me  a check  on  the  Plainville  bank  in  payment  of  that  $100, 
and  I deposit  the  check  and  credit  his  account  Avith  $100.  When  I 
deposit  that  check  it  is  credited  to  my  account  for  $100.  Well,  as  a 
matter  of  fact,  that  bank  in  the  toAvn  Avhere  I Ha'c  makes  no  charge. 
I never  pay  anything,  and  my  Plainville  customer  never  pays  any- 

thing.  ^ . . 

Mr.  Vandektjp.  Yoti  pay  something,  and  you  do  not  know  it. 
Senator  Bristoav.  That  is  a very  convenient  Avay  to  pay  debts. 
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J [r.  Vanderiip.  You  keep  a deposit  balance  with  that  bank,  else  it 

wo  lid  not  receive  that  check  and  credit  you  with  it  at  once. 

Senator  Nelson.  ^Vhy?  •.  i i 

Ir.  Vandeultp.  And  it  pays  you  no  interest  on  that  deposit  bal- 

anc  e. 

t enator  Bristowl  No. 

]Tr,  Vaxderltp.  And  that  is  where  you  pay  it. 
t enator  Brtstowl  Well,  if  this  system  were  changed  so  that  I could 
not  do  that,  I would  get  no  interest  on  the  deposit  anyhow. 

Hr.  Vanderlip.  The  system  would  not  be  changed  so  that  you 
coi  Id  not  do  that.  You  could  do  all  of  these  things.  You  could  do 
eve  rvthing  you  have  been  talking  about  here.  The  new  system  would 
only  facilitate— it  would  only  shorten  the  time,  make  the  collection 

more  rapid.  . . 

Senator  Bristow.  I do  not  object  to  shortening  the  time.  1 do  not 

asl  that  tliis  be  artificially  delayed.  I think  lhat  it  would  be  dis- 
lio:  lest  to  artificially  delay  it.  But  I do  contend  that  the  system  that 
hai  been  developed  by  the  sniall  country  banks  for  the  purpose  of 
ga’  hering  together  the  money  in  its  vaults,  so  that  the  people  can  loan 
to  die  bank  and  the  bank  can  loan  it  to  the  peojile,  and  take  it  out  of 
th(  dark  places  where  it  does  no  good  to  anybody,  and  bring  it  where 
it  lan  be  used  by  the  community— which  is  all  the  product  of  or 
wl  ich  has  resulted,  rather,  in  the  checking  system— I think  that  any- 
th! ng  that  would  destroy  the  check  sj^stem  or  retard  it  would  be 
ini  iirious  to  the  community  and  to  the  country  as  a whole. 

Vnd  then  its  convenience  is  such  that  my  synipathies  have  all  been 
wi  h the  country  bankers,  because  I felt  that  it  was  of  great  advan- 
tai 'd  to  the  country  and  that  if  these  small  banks  had  not  been  estab- 
li<?  led  so  as  to  gather  together  these  sums  and  send  them  to  the  cen- 
teis  we  would  not  have^anything  like  the  banking  system  we  have 
go ; now.  And  it  is  a wonderful  convenience.  And  that  is  why  I do 
no  t want  to  favor  any  exchange  provisions  here  that  will  in  any  way 

in'  erfere  with  that.  , , . . i i i 

Vlr.  Vandemip.  The  bank  is  compensated  by  the  proposed  new 

coidi'tions.  They  will  more  than  compensate  it. 

senator  Bristow.  So  far  as  the  checlvs  of  a bank  are  concerned, 
th  it  was  only  of  secondary  importance,  except  as  it  might  affect  its 
earnings  which  are  necessary,  but  I was  primarily  looking  at  the 
CO  ivenience  to  the  community,  and  I knoi\  that  if  that  conienience 
wi'S  taken  awav  the  measure  would  not  be  considered  upon  its  merits, 
it  would  be  regarded  as  an  aggravation;  it  would  be  a source  of  great 

Senator  Weeks.  Is  it  not  possible  that  the  Butler  Paper  Co.  might 
hi  ve  sold  to  Senator  Bristow  a bill  of  goods  at  a slightly  lower  price 
if  they  knew  they  were  going  to  receive  cash  instead  of  a check 
w lich  would  take'  five  or  six  days  to  collect? 

:\Ir.  Vanderlip.  I think  it  possible;  certainly  if  it  were  a large 

transaction. 

Senator  Bristov/,  I think  the  banlcs  who  get  the  use  of  this  money 
al  isorb  that  charge,  because  they  can  afford  to  do  it  on  account  of  the 
d'posits  they  get,  and  the  business  men  keep  the  deposits  there  be- 
ci  use  it  is  convenient  to  have  them  there.  The  banks  absorb  those 
cl  ecks,  and  what  I suspect  is  that  the  big  banks  who  feel  the  burden 
o; ' those  country  checlrs  would  like  to  get  out  from  under. 
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:Mr.  Vanderlip.  We  get  from  $200,000  to  $300,000  a year  gi-oss  in 
charges. 

Senator  O'Gorman.  Exchange  charges? 

Mr.  Vanderlip.  Exchange  charges. 

Senator  Bristow.  New  York  has  the  reputation  of  being  pretty 
swift  on  exchange  charges. 

Senator  O'Gorman.  I understand  you  are  quite  prepared  to  see  a 
svstem  adopted  by  -which  you  will  lose  that  revenue? 

' Mr.  Vanderlip.  Yes,  sir ; because  we  believe  we  would  get  other  ad- 


vantages. 

Senator  Hitchcock.  IVould  you  materially  reduce  the  force  in 
your  bank? 

!Mr.  Vanderlip.  Yes;  quite  materially. 

Senator  Weeks.  I would  like  to  call  attention  to  a controversy 
which  has  been  going  on  in  the  press  between  two  usually  well- 
informed  men  about  the  cost  of  this  collection  system,  and  I would 
like  your  o])inion  in  regard  to  it.  I do  not  remember  the  figures. 

Senator  Hitchcock.  ! have  tliem  right  here.  One  man  estimates 
the  cost  of  such  a system  to  be  $8,675,000  a year,  and  the  other  says 
lhat  is  about  $6,000,000  more  than  it  should  be. 

Senator  Weeks.  What  have  you  to  say  about  that,  Mr.  Vanderlip? 

]Mr.  Vanderlip.  I am  not  a lechnicar  banker.  I did  not  grow  up 
in  a bank.  I know  very  little  about  the  technical  details  of  a bank. 

I am  not  prepared  to  express  an  opinion.  I would  suspect,  perhaps, 
that  here,  as  in  many  other  cases,  the  truth  -will  lie  between  the  ex- 
tremes. I am  not  prepared  to  express  an  opinion  on  that,  I IniOAV 
the  gentleman  to  whom  you  refer,  and  I have  a very  high  opinion 
indeed  of  the  technical  knmvledge  of  the  one  who  makes  the  highest 
estimate.  I am  inclined  to  think  he  may  be  too  high,  but  I would 
not  undertake  to  demonstrate  that  without  a study  which  I have  not 
given  to  the  subject. 

Senator  O’Gorman.  You  may  proceed,  !Mr.  Vanderlip. 

Mr.  Vanderlip.  I would  enlarge  the  charter  rights  of  the  national 
banks  in  order  to  permit  them  to  compete  successfully^  with  trust 
companies  that  will  be  admitted  to  the  system.  lhat  is  to  sat.  I 
would  not  put  a premium  on  a national  bank  going  out  of  the  system, 
taking  out  a trust  company  charter  and  becoming  a depositor  of  a 
Federal  reserve  bank. 

The  main  expansion  of  charter  rignts  should  be  to  permit  a na- 
tional bank  to  have  branches  in  the  city  where  it  is  located,  and  to 
establish  foreign  branches,  and  to  exercise  general  trust-company 
functions.  That  will  prevent  banks  going  out  of  the  national  bank- 
in"  system,  taking  out  trust  company  charters,  and  becoming  de- 
positors in  the  central  bank.  . w 

Senator  Nelson.  Let  me  see  if  I understand  you  right  there.  1 on 
speak  of  trust-company  functions.  Would  you  include  in  that  the 
ri"ht  under  proper  restrictions,  to  loan  on  farm  mortgages? 

^Ir'  Vanderlip.  I would  not,  if  I was  personally  writing  the  bill. 
Still  i sympathize  quite  strongly  with  the  view  of  western  bankers, 
i\ho  find  they  can  make  a better  loan  on  that  kind  of  security,  and 
who  find  that  State  banks  are  competing  with  them. 

Senator  Nelson.  You  must  remember  one  thing,  Mr.  Vanderlip, 
and  that  is  what  a great  thing  those  farm  mortgages  are  for  the  big 
insurance  companies. 
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Ur.  Yandei;lip.  Yes;  I know. 

donator  Nelson.  They  are  a very  great  source  of  investment.  The 
in!  II ranee  companies  prefer  them  to  stoelcs  and  bonds. 

Vlr.  Vanoeelip.  As  I have  said  before,  I do  not  believe  the  pro- 
vi'ion  in  tliis  act  that  is  on  the  table  is  a dangerous  one.  I do  not 
allogether  like  it,  but  I do  not  believe  it  is  dangerous. 

senator  Weeks.  You  spoke  of  foreign  banks  just  now.  Have  you 
co  no  to  anv  conclusion  in  regard  to  the  amount  of  capital  that  would 
bo  required  in  order  to  establish  a bank,  for  instance,  in  the  Argen- 
tiie  Kepublic.  to  successfully  compete  with  foreign  banks  there? 

Ur.  Vandeelip.  It  would'^take  a large  amount  of  capital.  They 
ar‘.  used  to  seeing  very  large  figures  in  the  capitalization  of  banks 
th  me,  althouiih  in  that  case  the  stock  is  not  fully  paid,  as  a rule. 
AVs  have,  and  I think  should  have,  no  system  of  partly  paid  capital 
st<  ck,  and  I flunk  to  successfully  establish  a bank  in  any  South 
A iierican  country  will  require  a showing  of  very  considerable  capital 
in  order  to  compete  with  existing  bantis. 

Senator  AVeeks.  About  liow  much?  , , 

Mr.  Vandeiuup.  I would  not  think  of  anything  under  a mdlion 
d(  liars.  In  Buenos  Aires,  I should  think  $;),000,000  would  be  a 
m nimurn  for  a great  American  bank. 

^Senator  AVeeks.  That  is,  capital  segregated  for  that  purpose? 

Mr.  A^anderlip.  If  you  are  going  to  segi’egate  capital— I do  not 
qi  ite  see  the  point  of  it.  It  seems  to  me  that  the  honor,  and  really 
th  j credit  of  the  whole  bank,  would  have  to  be  pledged  to  any  branch 

of  the  bank.  , • c-  ,1,  4 

Senator  Nelson.  AATudd  it  not  do  to  have  a branch  in  South  Anmr- 

ic  I and  in  London,  and  have  those  branches  with  the  power  of  what 

y(  11  call  accepting  houses  ? 

Air.  A^andemap.  They  should  have. 

Senator  Nelson.  So  that  drafts  could  be  drawn  on  those  branches 
ai  d accepted  by  them,  and  would  not  such  diatts  circulate  like  the 

E iropean  drafts?  . , ,,  t . 

Mr.  Yanderlip.  AYs,  sir;  they  would  go  into  the  open  discount 

m irket  then.  . , _ , ... 

Senator  Nelson.  They  would  go  into  the  open  discount  market  in 

Lmdon  and  everv  other  continental  bourse. 

Senator  O'doiniAN.  Air.  A'andorlip,  have  you  any  acquaintance 
w til  the  banking  requirements  in  different  foreign  countries  where 
s(  me  of  our  national  banks  would  establish  branches  under  either  of 

YANDERiiiP.  I have  made  a wide  study  of  South  American 

b:  nking  conditions.  ^ i k 

Senator  O'Gorman.  Of  course,  you  would  evpect  tjiat  any  branch 

O ' a national  bank  doing  business  abroad  would  continue  to  conform 

tc  tlie  requiiemeiits  of  tiie  national  banking  act? 

Air.  Ak\NDEEi.ip.  Perfectly.  , 1 i i 

Senator  O’Gorman.  As  we  may  modify  it.  suppose  thp  local  laws 

n av  have  some  requirements  at  variance  with  the  requirements  of 
o ir  national  laws.  How  would  that  conflict  be  met— because  the 
n itives  of  those  foreign  countries  will  have  an  interest  in  the  proper 
naintemince  of  these  banks;  they  will  be  doing  business  with  our 
banks;  they  will  be  depositors  and  borrowers? 


BANKING  AND  CUKRENCY. 


2919 


i» 


} 

i* 


Yanderlip.  As  a matter  of  fact,  the  laws  arc  1 cry  generous  in 
South  American  countries  toward  cither  branches  of  foreign  banks  or 
banks  organized  under  the  laws  of  foreign  countries.  Of  course, 
you  could  not  permit  a bank  organized  under  oiir  laws  to  have 
branches  in  another  country  that  would  impose  conditions  opposed 
to  the  conditions  you  impose.  They  might  impale  conditions  in  addi- 
tion to  those ; but  you  could  not  permit  the  establishment  of  a brancli 
where  the  law  of  some  other  country  would  in  anyway  limdamentally 

change  the  impositions  of  our  own  laws.  , . .9 

Senator  IIitciicoc'k.  AV'oiild  the  reserves  be  kept  in  this  countrv  . 

Air.  A^anderlip.  They  could  not  be  entirely.  That  is  a point  th^I 
would  have  to  be  worked  out.  The  whole  subject  needs  very  caietu 

stiidv,  and  is  very  lightlv  treated  in  the  bill  before  you. 

Senator  Hitchcock.  There  is  nothing  in  the  bill  that  would  indi- 
cate what  should  be  done  Avith  the  reserves? 

Air.  AAnderlip.  No. 

Senator  Hitchcock.  You  are  opposed  to  segregation . 

Air  Yanderlip.  I do  not  say  I am  opposed  to  segregation:  but,  as 
a matter  of  fact,  I feel  sure  that  the  whole  credit  of  the  bank  is 

nled"ed  to  the  support  of  the  credit  of  the  branch.  , ,,  , , 

Senator  Hitchcock.  Unless  voii  have  segregation  and  the  branch 
be  organized,  the  reserves  would  necessarily  have  to  be  kept  in  tins 

^°AIr!  Yanderlip.  They  would,  and  any  till  money  that  the  branch 

kept  Avould  have  to  be  in  addition.  , . , , ^ . e • + ; 

Senator  O'Gor-aian.  Do  you  not  think  the  laws  of  foreign  coimtiies 

would  have  to  be  verv  liberal  which  Avoiild  permit  the  reserves  of 
one  of  our  branches  in  a foreign  country  to  be  retained  in  this 

Mr  .^‘Vandeelip.  There  are  few  countries  that  have  any  minimum 
reserve  requireinents. 

Senator  Reed.  Air.  Ahinderlip,  is  not  this  question  you  are  now 
discussiim— the  amount  of  reserves  to  be  kept  in  a foreign  branch— 
<,ne  that  would  almost  necessarily  have  to  be  referred  to  the  discve- 
tion  of  a central  board  of  control,  so  that  that  board,  within  the 
exercise  of  its  discretion,  could  prescribe  the  rules  and  conditions 
with  reference  to  the  reserves  of  such  banks,  and  generally  with  refer- 
ence to  the  transaction  of  their  business? 

Mr  Yanderlip.  I think  it  is,  and  I think  it  well  could  be  with  such 

a board  as  I have  suggested  here— a board  absolutely  removed  from 
nolitics,  made  permanent,  having  contimuty,  and  being  of  the  char- 
acter that  I believe  such  provisions  as  I have  suggested  here  would 

• 

^^Smiator  Nelson.  These  foreign  branches,  would  they  be  branches 
of  this  big  central  Federal  bank,  or  would  they  be  branches  ot  our 

Air.  Yanderlip.  Those  are  two  entirely  different  subjects. 

Senator  Nelson.  AAdiat  have  you  lieen  referring  to? 

Air  Yanderlip.  I have  been  referring  to  our  national  banks  up 
to  this  time  It  is  true  that  the  Federal  reserve  bank  itself  ought 
either  to  have  agents  or  branches  in  at  least  three  of  the  European 

^^Smator  Nelson.  Ought  it  not  to  have  branches  there,  through 
which  they  could  make  our  acceptances  over  there? 
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Ii[r.  Vanderlip.  I think,  probably,  it  would  have  to  be  soine- 
thi  ig  in  the  nature  of  a subbranch.  We  have  talked  here  of  12 
bra  aches  and  any  number  of  subbranches,  and  I should  think  the  for- 
«ig  1 offices  wmdd  be  in  the  nature  of  subbranches. 

t enator  IVeeks.  Is  the  National  City  Bank  doing  any  business 

thr  Dugh  such  an  agent  at  this  time  ? _ • i -o  i 

Hr.  Vanderlip.  It  is  doing  no  business.  The  National  City  Bank: 
has  a resident  representative  in  London.  He  does  no  actual  business. 
I n ean  he  signs  no  paper;  he  is  not  an  officer  of  the  bank. 

1^  enator  Nelson.  Does  he  make  any  accejitances ? 

J Ir.  Vanderlip.  Nothing  of  the  kind. 

i .enator  Nelson.  What  we  need  is  practically  an  acceptance  house 
abi oad.  is  it  not? 

Hr.  Vanderlip.  Yes;  and  we  need  the  right  of  acceptance  by  na- 
tio  lal  banks,  and  I would  not  limit  that  as  in  this  bill  to  the  accept- 
an<  e of  paper  that  arises  out  of  the  importation  or  exportation  of 
gonds.  I would  permit  acceptances  also  in  domestic  transactions,  and 

ke<  p a limit  to  the  amount  of  half 

Senator  Nelson  (interposing).  And  acceptances  of  finance  bills. 


toe  ? 

Mr.  Vanderlip.  No,  sir. 

Senator  Nelson.  Commercial  bills? 

: dr.  Vanderlip.  Commercial  bills. 

i Senator  Reed.  Vdiat  limit  do  you  refer  to?  ... 

dr.  Vanderlip.  Half  the  capital  and  surplus  would  be  a fair  limit. 
Senator  Reed.  What  is  the  objection,  if  any,  to  banks  dealing  in 

cx  ‘linncfG  ? 

dr.  Vanderlip.  Vdiat  is  the  objection  to  banks  dealing  in  exchange  ? 
'cnator  Reed.  Yes. 

dr.  Vanderlip.  No  objection  in  the  world  that  I know  of. 

Senator  Reed.  Foreign  exchange? 

dr.  Vanderlip.  The  National  City  Bank  is  quite  the  largest  dealer 
in  exchange  in  the  country,  and  I have  never  heard  any  objection  to 
eniaging  in  that  business.'’  It  is  essentially  a part  of  the  commerce  of 
th  1 countrv  to  handle  foreign  exchange. 

^enator'REED.  AVhen  I say  exchange— what  is  the  objection  to  a 
ba  nk  dealing  in  acceptances  with  foreign  banks,  provided  there  is  a 
re  isonable  limit;  is  there  any  sound  objection? 

Mr.  Vanderlip.  There  is  no  sound  reason  whatever,  and  there  is  a 
meat  advantage.  It  permits  a bank  which  has  the  power  of  accejit- 
ai  ce  to  sell  its  credit,  and  it  is  a perfectly  proper  act  for  the  bank  to 
d( . Under  our  present  system  you  can  not  sell  tlie  credit  of  a bank. 
Iti  credit  is  only  evidenced  in ‘the  willingness  of  people  to  deposit 

m mev  in  it.  . , . . , ^ , 

iSenator  O'Coraian.  The  moment  a bank  gives  its  acceptance,  it  eii- 


la 'ges  its  liability  ? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  O’GouiiAN.  It  is  not  contemplated  lhat  such  a liability  is 
tc  be  taken  into  consideration  in  fixing  the  reserve? 

Air.  AhvNDERLiP.  No;  and  therefore  yon  liniit  the  liability  and 
Inclo-e  it  about  with  collateral  security.  That  is  to  say,  collateral 
Cl  edit  in  the  form  of  the  liability  of  the  drawer  of  the  bill  you 

a(  cept. 
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Senator  O’Gorman.  In  other  words,  when  you  give  your  accept- 
ance, if  at  the  same  time  you  obtain  adequate  collateral,  you  are  really 
enlarging  your  assets,  at  least  to  the  same  extent  you  are  increasing 

your  liabilities  ? 

Mr.  Vanderlip.  Yes.  sir.  . , , , i , -i 

Senator  O’Gorman.  So  tbe  safety  of  the  plan  would  depend  upon 

the  judgment  employed  in  the  acceptance  of  the  collateral? 

Air.  WxNDEPAiP.  Exactly. 

Senator  Hitchcock.  AVhen  you  make  a loan  you  increase  your  as- 
sets, do  you  not?  , , i i.  ^ i 

Air  Vanderiup.  It  is  just  the  same  except  that  it  does  not  take 

the  cash  out  of  your  bank.  Some  one  else  provides  that,  because 
they  put  weight  upon  your  credit  which  you  have  added  to  the 

credit  of  the  other  man. 

Senator  Reed.  And  the  same  character  of  judgment  must  be  ap- 
plied in  making  an  ordinary  loan  over  the  counter  as  would  be 
applied  in  issuing  an  acceptance  or  signing  an  acceptance.  It  is  the 

same  thing?  , ,1,^1  ivn 

Air  VaSderlip.  Just  the  same  character,  but  perhaps  a little  more 

caution  would  be  exercised  in  regard  to  an  acceptance  because  it 

runs  longer  than  the  average  loan.  An  acceptance  might  run  tor 

six  months,  while  the  average  loan  of  city  banks  is  less  than  that. 

Senator  Nelson.  A good  many  of  these  bills  are  drawn  upon  the 

proceeds  of  the  bills  of  lading  which  accompany  them,  and  that 

mnounts  to  a security  accompanying  the  bill,  does  it  not. 

Air.  Vandfjilip.  That  is  a direct  collateral  security.  _ 

Senator  Nelson.  That  is  a direct  collateral  security  m the  very 

hiffhest  grade  of  bills?  i 1 

Air.  Vanderlip.  It  is  typical  of  the  right  kind  of  loans  a bank 

should  make.  , - • ul 

Senator  AVeeks.  As  a result  of  your  investigations  in  . outh 

America,  if  proper  provision  were  made  in  this  bill  for  establishmg 

branches,  do  you  thinli  you  would  divert  any  of  your  capital  to  that 

^^Alif  Vanderlip.  There  are  great  difficulties  in  the  way.  There  is, 
unquestionably,  a profitable  field  there,  and  merchants  of  the  United 
States  would  be  greatly  aided  by  the  establrshment  of  Ameiican 
banks  The  greatest  difficulty  lies  entirely  outside  of  any  legisla- 
tion. It  lies  in  the  inability  to  get  men  of  the  right  type  who  will 
learn  the  lan<ma"e.  and  ivho  will  become  residents  among  the  people, 
and  who  will  absent  themselves  from  the  country.  I have  become 
almost  convinced  that  it  is,  at  the  present  time,  so  difficult  that  at 
least  the  establishment  of  South  iVmerican  branches  is  going  to  be 

Senator  AVeeks.  Do  commercial  houses  have  any  difficulty  in  get- 
ting men  for  that  purpose? 

Air.  AMnderlip.  They  do.  , , , , • . 

Senator  Hitchcock.  If  a bank  should  keep  a reserve  against  a 

note  which  it  issues,  why  should  it  not  keep  a reserve  against  an 

acceptance  Avhich  it  gives?  , i 

Air.  AkvNDEKLiP.  Because  an  acceptance  is  not  a demancl  obligation , 
that  is,  it  is  an  obligation  maturing  at  a fixed  date.  AAhy  should 
von  keep  a reserve  against  that  any  more  than  against  loans? 
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►‘Icnator  O’Gorman.  You  may  continue,  Mr.  Vanclerlip. 

] fr.  Vanderlip.  I would  permit  State  banks  and  trust  companies 
to  be  admitted  to  membership  by  conforming  to  the  same  capital, 
reserve,  and  examination  requirements  which  national  banks  are 
obliged  to  meet  in  similar  localities.  The  Federal  reserve  board 
sh(  idd  have  the  power  to  examine  any  member  bank,  and  should  ' 

exi  mine  a State  bank  before  it  was  admitted  to  the  advantages  of 
tin  system. 

i would  make  the  circulating  notes  of  the  Federal  reserve  bank 

a f rst  lien  upon  all  its  assets,  and  I would  make 

Senator  Xelson  (interposing).  Prior  to  dividends? 

] Ir.  Vanderlip.  Prior  to  deposits,  absolutely  a first  lien  on  every- 
thing, and  depo'^itors  could  not  be  paid  off  until  the  circulating  notes 
we  -e  paid.  I would  protect  the  innocent  holder  of  a circulating  note, 
abfolutely.  Then,  in  turn,  I should  let  the  Federal  reserve  bank  have 
the  first  lien  upon  assets  of  member  banks  for  any  indebtedness  due 
fre  m the  member  banks.  This  central  bank  must  not  lose  money  on  ' 

bail  loans.  You  would,  by  that  method,  give  it  not  only  tlie  redis- 
coi  nted  paper  but  you  would  give  it  a first  lien  beyond  that  if  some  j 

of  the  rediscounted  paper  proved  bad.  If  it  proved  bad  you  have  [ 

reiourse  to  the  first  lien.  < 

! n respect  to  the  rate  of  dividend  that  you  Avould  have  to  pay  in 
order  to  float  the  stock  at  par,  if  you  will  exem])t  that  dividend  from 
all  taxes  which  it  is  feasible  to  exempt  it  from — I am  not  a lawyer 
an  1 I do  not  know  how  far  you  could  go  on  that — that  would  be,  of 
C01  irse,  helpful  in  enabling  you  to  float  the  stock  at  a lower  dividend 
rale  than  otherwise. 

These  are  the  general  heads  of  what  I believ’e  would  be  an  econom- 
icE  lly  sound  scheme  for  a bank  entirely  controlled  by  the  Government, 
an  I I believe  it  would  be  acceptable  to  the  bankers  of  the  country, 
af-  er  they  came  to  understand  it  I am  not  at  all  sure— — * 

senator  Hitchcock  (interposing).  You  did  not  make  any  state- 
m<  nt  of  the  subject  of  bank  reserves  since  luncheon,  did  you? 

VIr.  Vanderlip.  I believe  I discussed  that  bi'fore  luncheon;  but  I 
w(  uld  have  a uniform  reserve  requirement  for  national  banks.  That 
re:  erve,  of  course,  would  have  to  be  kept  either  as  a deposit  balance  or 
as  cash  in  the  vaults;  rather,  it  would  have  to  be  kept  as  both,  and  I 
w(  uld  permit  a national  bank  to  keep  any  part  of  the  reserve  which  ; 

it  saw  fit  with  the  Federal  reserve  bank,  but  would  compel  it  to  keep  ] 

so  ne  minimum  amount. 

Senator  Hitchcock.  Do  you  think  that  a bank  wh.ich  itself  acts  as 
a -eserve  agent  for  country  banks  should  keep  a larger  reserve  than 

th  ; bank  which  does  not  ? 

Mr.  Vanderlip.  I know  it  should. 

Senator  Hitchcock.  What  would  you  fix  the  reserve  to  be? 

Mr.  Vanderlip.  I think  probably  12  per  cent  would  be  sufficient, 
if  70U  increased  the  reserve  to  be  held  by  the  central  reserve  bank.  If 
ycu  left  that  reser\e  at  33^  per  cent  and  dropped  the  reserve  of  all 
national  banks  to  12  per  cent,  there  would  be  loo  much  capacity  for 
ex  pansion.  I would  make  the  Federal  reserve  liank  keep  a minimum 

of  50  per  cent  reserve. 

Senator  Nelson.  For  notes  and  deposits? 

Mr.  Vanderlip.  For  notes  and  deposits  both. 
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Senator  O’Gorman.  Mr.  Vanderlip,  why  do  you  propose  that  tlia 
central  reserve  banks  should  have  12  agencies?  How  do  you  hx  on 

the  number  as  12? 

Mr  V'VNDERLTP.  I onlv  fixed  on  it  because  presumably  a great  deal 
of  thought  has  been  given  to  the  subject,  and  12  was  fixed  on  by  the 

measure  before  vou,  and  that  seems  to  me  about  right. 

Senator  O’Gorman.  Would  vou  be  prepared  to  recommend  that 
the  number  of  agencies  be  left  to  the  discretion  of  the  Federal  reserve 

^^ilr.  Vanderlip.  I would.  I should  say  it  would  be  wiser  to  fix  the 
exact  number  in  tlie  first  instance  in  the  bill  and  leave  it,  after  one 
or  two  or  three  years,  to  the  discretion  of  the  board  to  increase  or  de- 
Senator O'Gorman.  Mr.  Vanderlip,  is  there  any  sul.stantial  differ- 
ence between  the  plan  which  you  suggest  and  the  plan  t.escribed  m 

the  pending  bill,  excepting  that  you  have  revived  a method  of  creat- 
ing a banking  system  without  requiring  the  qualifying  banks  to  lui- 

I believe  there  are  most  fundamental  differences, 
and  one  that  is  of  more  importance  than  any  other  is  the  fact  tliat 
you  have  made  the  bank  note  the  obligation  ox  the  bank  and  not  un- 
necessarily and  dangerously  added  the  obligation  of  the  Govern- 

s’enator  O’Gorman.  Even  under  the  system  proposed  in  the  pend- 
ing bill,  that  is  still  an  open  question.  , . n r,,., 

Mr.  Vanderlip.  Of  course,  I can  only  talk  to  what  the  pendii.j, 

bill  is. 

Senator  O'Gorman.  1 es.  _ , , 

Senator  Hitchcock.  You  say  that  is  the  obligation  of  the  banki 

Mr.  Vanderlip.  Yes,  sir,  . - , -i  -Ti.  .n  x 

Senator  Hitchcock.  Can  you  conceive  the  possibility  tbat  a 

bank  officered  entirelv  bv  Enited  States  officials  appoimed  by  the 
President  would  default  011  its  obligations  and  those  obligatums  not 
be  assumed  bv  the  National  Government^?  V ouid  not  the  National 

Government  be  morally  responsible  tor  tnem?  . , ^ ,, 

yir  VvNDERLip.  The  National  Government  might  ultimately  a.s- 
sume  those  obligations.  I am  not  altogether  sure.  1 do  not 
National  Goveiniiieiit  has  thus  far  .shown  to  a certainty  that  it  1^ 
o-oing  to  discharge  its  obligations  against  the  l ])cr  cem  bond  . ai  d 
The  public,  does  not  think  so;  if  it  did,  the  bonds  would  not  be  scdiiig 

Ei-ro.  Mr.  Vanflerlip,  say  tlio  Oovcrnuiont  sold  a 2 per 
cent  bond  to  A B;  it  agreed  to  pay  bun  2 per  cent  inlcrest,  and  it  has 
done  so.  It  agreed  that  it  would  pay  that  bond  at  a given  date,  and 
that  date  of  matnritv  has  not  yet  arrived. 

Senator  Shafroth.  It  will  be  1030.  ^ ‘ . i i 

Senator  Peed.  Hoiy  can  you  justly  say  the  Government  hab  de- 
faulted in  its  obligations?  , i p i i • -i 

Mr.  Vanderlip.^I  do  not  say  the  Government  lias  del  aul led  in  its 

obligations,  but  I do  say  that  H has  not.  as  yet,  indicated  to  a cei- 
taintv  that  it  is  going  fully  to  fulfill  its  obligation. 

Senator  Peed.  What  is  its  obligation? 
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5[r.  VANDEitLii’.  Its  obligation,  presumably,  is  to  leave  a free  field 
for  drculuting  notes  to  the  national  banks  vho  buy  these  very  low 
intt  rest  rate  l)onds  for  the  purpose  of  taking  out  circulating  notes. 

Yo  I noAV  propose  to  fill  that  field  otherwise. 

Senator  Heed.  You  are  speaking  about  this  bill,  that  we  might  in 
tlu!  bill  do  something 

Mr.  Vaxoeklip  (interposing).  Oh,  certainly.  It  is  the  prospect  as 
to  ’ whether  you  will  or  vnll  not  do  the  right  thing  in  this  bill  that  has 
sen;  the  bonds  below  par. 

!*  enator  Heed.  That  is  a very  different  thing  from  saying  the  Gov- 
ern inent  has  defaulted.  What  you  really  moan  to  say  is  that  some- 
boc  y has  imagined  that  the  Government  may  do  something  that  will 
imjiair  a utility  that  has  been  heretofore  attached  to  these  bonds,  and 
that  that  gentleman,  in  anticipation  of  a general  fail  which  may 
ne\er  come,  has  been  around  peddling  his  bonds  for  less  than  their 
f ac  X 

] [r.  Vanderlip.  I would  also  say  that  nobody  has  imagined  you 
wo  dd  do  something  that  woidd  keep  them  at  par  and  is  therefore  a 
bu’  er  at  par. 

Senator  Reed.  Of  course,  it  is  said  that  bankers  are  the  most  un-  \ 

imi.ginative  people  in  the  world.  [Laughter.]  And  I suppose  that  '' 

is  i good  thing.  Mr.  Vanderlip,  I am  interested  in  one  (juestion  here 
tli£  t I wish  you  would  go  into,  even  at  the  risk  of  repetition.  It  is 
pr(  posed  to  establish,  under  this  plan  which  you  suggest,  a Govern- 
meit  bank.  It  is  organized  under  a law  to  be  enacted.  It  is  to  be 
officered,  from  president  to  janitor,  by  men  appointed  by  the  Presi- 
dei  t of  the  United  States.  Its  very  activity  and  power  spring  from 
tlu  Federal  Government.  It  is  to  become  th(;  fiscal  agent  of  the 
Urited  States  Government,  and  into  its  vaults  every  penny  of  money 
col  ected  by  the  Government  is  to  go.  Now,  that  institution,  created 
in  .hat  way,  is  about  to  issue  letters  of  credit,  if  you  please,  and  put 
than  out  to  the  people  of  the  country  as  money.  What  reason  is 
tlu  re  that  it  should  not  make  them  good  ? 

irir.  Vanderup.  No  reason  under  heaven,  and  you  must  be  sure 
tin  t they  will  make  it  good  and  not  depend  on  some  outside  agency 
to  do  it. 

Senator  Rnim.  Now,  if  the  people  must  make  it  good,  what  is  the 
dii  iculty  about  saying  on  the  face  of  the  note  that  the  United  States 
G(  vernment  will  make  that  note  good? 

nlr.  Vanderlip.  Because  it  is  no  function  of  the  Government  at 
all  to  create  a piece  of  fiat  money  and  lend  it  to  a banking  institution. 

Ai  d if  I can  read  history,  there  never  has  been  a case  where  a Gov- 
eri  merit  has  started  in  to  create  fiat  money  in  that  way  that  it  has 
no  , after  starting  on  a sound  principle,  edged  along  toward  an  un- 
soi  ind  principle  and  eventually  found  itself  with  its  obligation  below 
par  and  discredited. 

Senator  Reed.  I think  we  differ  about  terms.  I want  to  ask  you 
wl  at  you  mean  by  fiat  money. 

Vir.  Vanderlip!  I mean  an  obligation  to  pay  on  demand  without 
having  deposited  in  full  the  thing  that  you  have  agreed  to  pay. 

Senator  Reed.  Very  well.  I am  not  assuming  now  that  this  bank 
will  issue  a single  note  unless  it  has  back  of  that  note  gold  coin  or 
go  Id  bars  or  good  commercial  paper  guaranteed  by  the  member  banks 
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and  all  the  safeguards  thrown  around  this  currency  that  can  be 
thrown  around  it.  Now,  you  do  not  call  that  fiat  money,  do  you? 

Mr.  Vanderlip.  Absolutely  fiat.  That  only  speaks  for  the  credit 
of  the  borrower.  The  Governm.ent  loans  this  note  to  the  bank.  The 
Government  has  no  reserve  back  of  it;  it  merely  has  looked  well  to 
the  credit  of  the  borrower. 

Senator  Reed.  Very  well.  You  say  that  it  fiat  money  ? 

Mr.  Vanderlip.  Absolutely. 

Senator  Reed.  Now,  the  bank,  under  proper  management,  may 
want  to  is.sue  a billion  dollars  of  that  fiat  money,  secured  in  that  way. 
If  thfe  bank  makes  a bad  disposition  of  it,  disposes  of  it  without 
proper  collateral,  of  course  the  bank  will  go  down.  But  it  is  pro- 
posed to  make  the  conditions  so  that  the  bad  disposition  is  impos- 
sible  , . 0 

Mr.  Vanderlip  (interposing).  Then  why  add  to  a perfect  note? 

Senator  Reed.  I ask  you  the  corre^^ponding  question.  If  a failure 
is  impossible,  what  difficulty  is  there  about  writing  your  name 
upon  it? 

Mr.  Vanderi.tp.  There  is  no  demand  on  the  part  of  anybody  who 
will  take  that  paper  to  have  the  name  of  the  Government  written  on 
it.  If  there  is  anv  danger  at  all  then  the  danger  is  a great  one  to 
the  guarantor,  an(l  there  is  no  demand  for  tlie  guaranty;  there  is  no 
necessity  for  it;  you  have  created  a good  note.  It  will  float  on  the 
characteristics  you  have  given  it,  and  you  should  not  involve  the 
credit  of  the  Government  by  adding  something  that  no  one  calls  for 
simply  because  you  feel  that  the  Government  should  control  the  issue. 
Under  the  plan  proposed  the  Government  will  conlrol  the  issue,  but 
the  obligation  will  extend  only  to  the  assets  of  the  bank. 

Senator  Reed.  Now,  I propose  to  sell  to  you  tlic  promissor>^  note 
of  A B,  which  I decline  to  indorse  except  without  recourse,  mid  yet 
I say  to  you,  “ There  is  no  possibility  of  this  note  ever  being  de- 
faulted.” Mr.  Vanderlip,  is  the  only  reason  Iiack  of  this  argument 
the  possible  fact  that  the  Federal  Government  may  incur  a loss  by 
o-uaranteeing  an  absolutely  sound  currency  ? 

Mr.  Vanderlip.  No,  sir  ; the  reason  is  the  Federal  Government  lias 
started  upon  a course  of  i'^suing  these  demand  promises  to  pay  and 
loaning  them  to  a bank.  Started  on  that  course,  hist<irv  tells  us  that 
the  next  step  will  be  the  creation  of  more  money  of  the  same  kind 

for  another  ]iurpose  not  so  sound. 

Senator  Reed.  You  arc  afraid,  then,  not  so  much  of  this  system 
which  you  propose  to  inaugurate,  with  the  modification  I am  now 
discussing,  as  you  arc  tluif  in  the  future  the  Government  of  the 
United  States  might  issue  other  and  different  money  upon  otlier  and 

different  kinds  of  security?  , 

Mr.  Vanderlip.  That  it  may  issue  exactly  the  same  kind  of  money 

upon  a less  security.  i i i i i ^ i i 

Senator  Reed.  In  other  words,  the  bank  board  of  seven  men  which 

you  propose  to  create  might,  simply  because  the  Government  created 

the  note,  proceed  to  let  those  notes  pass  out  with  less  security  than 

they  would  if  the  Government  had  not  created  the  note? 

Mr.  Vanderlip.  That  is  not  the  point;  not  that  that  bank  board 

yriU  not  care  for  the  credit  of  that  bank,  but  that  there  will  come  a 

demand,  if  you  are  willing  to  create  this  fiat  money  and  lend  it  to  this 


central  bank,  that  you  next  create  some  more  of  it  and  lend  it  to  the 
si  ippers  of  wheat  and  the  growers  of  cotton,  to  whom  you  will 

(Senator  IIeed.  I catch  your  point.  You  arc  afraid  that  the  mere 
ffict  that  the  Government  guarantees  this  money  would  lead  to  the 
d<  mand  that  the  Government  guarantee  other  and  different  money. 
T lat  would  be  a very  different  proposition. 

Mr.  Vaxdeklip.  History  is  full  of  just  such  instances. 

Senator  Eeed.  I know ; but,  Mr.  Vanderlip,  history  is  full  of  every 
ki  nd  of  wildcat  banking.  History  is  full  of  e\  ery  kind  of  failure  in 
g(  vernment.  The  history  of  the  world  shows  that  there  never  Avas  a 
G )vernment  set  up  that  did  not  end  in  a monarchy,  and  yet  our 
fa  thers  had  the  temerity  to  build  a Kepublic.  I want  to  know  if  there 
is  anything  economically  sound  except  that,  because  I am  very  much 
interested  in  it. 

Mr.  Vaxderlip.  No,  .sir.  As  I have  said  repeatedly,  the  plan  in 
this  bill  will  work  just  as  well  if  the  note  be  the  obligation  of  the 
G ) vernment  as  it  would  if  it  were  properly  and  soundly  the  obliga- 
ti >n  only  of  the  bank,  up  to  a point  where  the  credit  of  the  bank  or 
tl  e credit  of  the  Government  becomes  involved,  or,  of  course,  up  to 
a point  where  the  Govermnent  will  issue  some  more  or  similar  notes 
fc  r a dissimilar  purpose. 

Senator  Keed.  Yes.  Now,  you  ijropose,  under  your  plan,  to  make 
tl  ese  notes  a full  legal  tender? 

Mr.  Vaxdereip.  No,  sir;  I make  them  the  same  quality  as  the 
present  national-bank  notes.  They  are  receivable  for  public  dues, 
but  are  not  a full  legal  tender. 

Senator  Eeed.  Keceivable  for  public  dues? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Reed.  That  is,  the  Government  must  take  them? 

Mr.  Vanderlip.  The  Government  must  take  them. 

Senator  Reed.  But  private  individuals  not? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Reed.  Now,  will  you  tell  me  why  a iirivate  individual 
si  ould  not  take  them  ? 

Air.  Vanderlip.  Because  if  a private  individual  has  made  a con- 
tract to  receive  gold  he  should  not  be  compelled  to  receive  payment 
ii  somebody's  promise  to  pay  gold.  Now,  in  the  case  of  the  Govern- 
n ent,  the  Government  would  deposit  its  receipts  with  the  bank  daily 
ii  any  event.  It  may  just  as  well  receive  them  in  the  bank’s  notes  as 
ii  gold;  whichever  ivay  it  receives  them,  it  would  turn  them  that 
d ly  into  a deposit  balance  with  the  bank.  By  depositing  the  note 
tl  e bank  redeems  the  note. 

Senator  Siiafroth.  AVhy  do  you  say,  Air.  Vanderlip,  that  the  con- 
ti  act  IS  made  for  payment  in  gold,  when  we  knoAv  Avhen  Ave  can  take 
die  United  States  notes  there  and  compel  the  party  to  take  those  in 
li :]uidatioii  of  the  claim? 

Air.  Vanderlip.  I say  that  it  is  payable  in  gold.  It  is  true  you 
c in  compel  the  other  party  to  accept  sometliing  else,  because  you  have 
n ade  a laAv  which  says  that  something  Avhich  is  not  money  is  legal 
tl  nder.  Because  of  that  hiAv  you  can  compel  a man  to  receiA^e  a thing 
tliat  is  not  money.  Noav,  that  is  wrong.  HoAveA^er,  it  is  the  laAv. 

Senator  Siiafroth.  Do  you  not  recognize  that  at  the  .same  time 
V e have  not  a sufficient  quantity  of  legal-tender  money  to  act  as  re- 
s ‘rves  for  national  banks? 
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Air.  A^anderlip.  No,  sir. 

Senator  Siiafroth.  Do  not  a stream  of  redemptions  go  to  the 
Treasurv  e\^ery  year  to  the  extent  of  $000,000,000? 

Mr.  Vanderlip.  I am  happy  to  say  tliey  do;  that  is  the  proper 
function  of  the  bank  note.  It  should  go  to  redemiilion. 

Senator  Shairoth.  Then  you  think  Hint  is  an  advantage  instead 
of  a disadvantage? 

Air.  Vanderlip.  ITnquestionalily ; tlnit  is  perfectly  fundamental. 
'A  bank  note  that  did  not  go  to  redemption  would  cease  to  perform  its 
proiier  function. 

Senator  Siiafroth.  Did  they  go  to  redemption  as  much  when 
there  Avere  fewer  bank  notes  and  proportionately  a larger  amount  of 
legal-tender  money? 

'Air.  Vanderlip.  I think  the  proportion  of  redemptions  Avas  about 
the  same  Avben  the  amount  was  very  much  smaller.  Of  course,  it  is 
true,  and  should  be  true,  that  if  there  is  a greater  demand  for  cur- 
rency the  bank  note  Avill  not  go  to  redernjition  so  rapidly.  That  is 
Avhat  should  happen  and  that  is  what  happens  in  this  case.  That  is 
to  say,  if  there  Avere  a greater  demand  even  for  reserve  money,  the 
banks  would  collect  reserve  money  from  the  public  and  it  would  be 
replaced  bv  the  bank  note. 

Senator'  Siiafroth.  And  is  not  the  member  bank  sending  tliat 
money  doAvn  here  to  AVashington  to  get  legal-tender  money  for  it? 

AIi\  Vanderlip.  It  is. 

Senator  Siiafroth.  And  you  think  if  thei'e  Avere  more  legal-tender 
money  that  would  still  continue?  AA’quld  not  the  liank  have  actu- 
ally more  of  the  legal-tender  money  in  circulation,  and  therefore 
Avould  not  have  to  send  to  AAhashington  for  it? 

Air.  Vanderlip.  No;  it  Avould  go  on  just  the  same.  If  you  had 
more  legal-tender  money,  if  the  bank  reserves  Avere  redundant,  the 
bank  lomis  Avould  be  expanded  just  as  certainly  as  any  effect  will  fol- 
low a cause;  and  as  the  note  came  into  the  bank,  not  being  available 
for  reserve,  it  Avould  then  floAV  doAvn  here  to  be  redeemed  in  legal 
tender.  A\^e  always  Avant  more  legal  tender,  because  Ave  Avill  always 
expand  our  loans  as  long  as  Ave  have  legal  tender  enough  to  support 
the  expansion. 

Senator  Siiafroth.  Air.  Vanderlip,  if  the  State  banks  and  trust 
companies  come  into  this  systeui.  they  will  make  a very  large  demand 
for  more  legal-tender  money,  aa’III  they  not,  to  act  as  leseiAe? 

Air.  A^anderlip.  That  AAmuld  depend  upon  whether  the  total  re- 
serve requirement  Avere  largei'  in  tiiis  measure  than  is  noAv  reijUired 
from  State  banks.  That  Avould  not  be  the  case  in  Noav  \ork;  it 

Avould  be  the  reverse,  , , , . , • , 

Senator  Siiafroth.  But  if  the  18,000  banks  tnat  now  have  a right 
to  keep  bank  notes  for  their  reserves  were  to  come  into  tliis  scheme 
with  the  same  requirement  as  national  banks,  of  compelling  reserves, 
Avoiild  not  that  necessitate  a great  quantity  of  legal-tender  money  to 
act  as  resei'A'c? 

Air.  A^anderlip.  A"ou  mean  to  take  the  place  of  the  bank  notes  that 
they  now  hold  in  their  reserves? 

Senator  Shafroth.  AYs. 

Air.  Vanderlip.  I was  told  by  the  chairman  of  the  committee  at 
the  last  hearing  diat  the  total  amount  of  such  notes  held  by  State 
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banks  and  in  National  banks  was  around  $80,()00,000,  as  I recollect. 
It  is  not  a laro’e  amount. 

Senator  SiiAFr.oni.  Yes;  but  don’t  you  sec  the  State  banks  are 
n(t  required  to  keep  as  lar^e  reserves,  and  if  that  requirement  is 
m ide  larger  there  veill  be  a large  demand  for  legal-tender  money  to 
act  as  reserves. 

Mr.  V ANDFunip.  But  I say  the  State  banks  with  which  I am  fa- 
in liar  are  required  to  keep  a larger  reserve. 

Senator  O'Gokaian.  Of  course,  there  are  some  States  that  do  not 
i-c  juire  any  reserve. 

Mr.  VANDKiiLip.  Exactly;  but  even  if  there,  were  no  reserve  re- 
qi  irement  you  would  probably  find  they  would  keep  a reserve  about 
as  large  as  this  provides. 

Senator  Ivkkd.  IMr.  Vanderlip,  I confess  that  I still  am  unable  to 
c(  mprehend  the  real  utility  of  a scheme  which  results  in  $000,000,000 
o:  the  $700,000,000  of  national-bank  notes  being  sent  to  the  Treasury 
e’  ery  year,  redeemed  at  the  Treasury,  and  immediately  reissued. 
V hat  useful  purpose  does  that  serve  ? That  may  seem  a kindergarten 
q lestion,  but  I want  to  get  at  it. 

Mr.  Vanderlip.  A bank  note  ought  to  be  the  currency  in  the  pock- 
et 3 of  the  people,  of  course,  ought  it  not  ? 

Senator  Bled.  The  more  we  have  of  small  currency  in  the  pockets 

o ’ the  people.  I presume,  the  better. 

Mr.  Vanderlip.  Not  at  all.  You  only  want  an  amount  in  the  pock- 
ets of  the  people  that  will  facilitate  their  oiaiinary  business.  And, 
a i I said,  with  much  emphasis  at  my  former  hearing,  that  is  a matter 

0 -or  which  you  have  as  little  influence  as  any  matter  connected  with 
the  banking  business.  What  we  carry  in '"our  pockets  is  a fixed 
a nount. 

Senator  B.eed.  Very  well. 

jMr.  V ANDERLiP.  Now,  that  aiuount  will  fluctuate 

Senator  Keed  (interposing).  Why  should  it  be  a bank  note  rather 
t lan  any  other  note? 

iUr.  Vanderlip.  Because  you  want  the  reserve  money  to  be  in  the 
h ink  to  form  a basis  for  credit.  You  want  circulating  in  the  hands 
of  the  people  a note  tliat  will  conform  in  volume  absolutely  to  the 
n^eds  of  the  people  and  will  be  wiped  out  of  existence  as  soon  as  it  is 
rot  in  use  in  their  pockets.  As  soon  as  it  comes  into  the  bank  it 
s lould  disappear.  And  you  can  not  pay  that  note  out  again,  as  you 
siy,  unless  there  is  a demand  for  currency.  Frequently  there  is  a 

1 ttle  demand  for  currency  and  we  are  unable  to  get  out  our  own  cir- 

c ilation  at  all.  That  is  the  case  through  several  months  of  the  year 
i 1 some  years.  You  can  not  always  get  out  circulation.  You  have 
an  inflow  of  these  notes  for  redemption  that  is  much  larger  than  the 
c utgo  of  currency  that  is  demanded,  and  you  redeem  the  surplus 

Senator  Feed  "'(interposing).  Let  us  say  that  your  bank  has — how 
1 lany  million  dollars  do  you  have  out  in  bank  notes? 

Mr.  Vanderlip.  About  $3,500,000. 

Senator  Keed.  Very  well.  Those  bank  notes  of  yours  are  gathered 
1 p by  other  banks  arid  sent  into  the  Treasury  for  redemption  ? 

Mr.  Vanderlip.  Yes. 

Senator  Reed.  And  pretty  soon  all  your  $3,500,000  is  wijied  out 
i nd  there  has  been  sent  out  in  lieu  of  it  greenbacks,  silver  certificates, 

<tc. 
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Mr.  Vandepjap.  No.  This  is  the  point.  There  probably  has  been 
nothing  sent  out  in  lieu  of  it.  There  has  been  less  demand  for  cir- 
culation in  the  pockets  of  the  people. 

Senator  Reed.  Very  well ; it  is  retired  ? 

JMr.  Vanderlip.  Yes. 

Senator  Reed.  And  you  have  not  any  money  out? 

Mr.  Vanderlip.  Yes. 

Senator  Reed.  How  does  it  get  out  again? 

Mr.  Vanderlip.  Then,  when  the  people  want  more  money,  when 
we  have  crops  moving,  when  we  have  to  hire  the  labor  for  crop  mov- 
ing, and  have  that  larger  use  for  money,  it  comes  out. 

Senator  Reed.  That  is  what  I want  to  get  at.  How  does  it  come 
out  ? 

Mr.  Vanderlip.  Because  the  banker  in  your  State  that  is  in  a com- 
munity where  the  farmer  is  going  to  use  more  money  finds  his  re- 
serves'being  drawn  out,  and  he  sends  to  St.  Louis  for  currency,  and 
St.  Louis  in  turn  sends  to  New  York,  and  unless  they  ask  for  reserve 
money  we  will  send  them  a bank  note.  The  bank  note  gets  right  out 

into  the  hands  of  the  day  laborer 

Senator  Reed  (interposing).  And  you  send  to  the  Government, 
saying  you  want  some  more  money  ? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Reed.  You  say,  in  effect.  “You  have  retired  all  our  bank 
currcnc}",  and  now  we  want  it  again  ”? 

Mr.  X^anderlip.  As  soon  as  it  is  retired  we  get  it  again  and  hold  it 
in  our  own  vaults.  We  have  to  pay  no  tax  on  it  as  long  as  it  is  in 
our  own  vaults.  VHien  a demand  for  currency  comes  we  ship  it  out, 
unless  it  is  a demand  for  reserve  money. 

Senator  Reed.  Now,  you  get  $3,500,000  from  the  Treasury  to-day. 
YYai  take  it  down  and  put  it  in  your  bank  vaults  and  hold  it  there, 
and  you  have  to  pay  a tax  upon  it 

Mr.  Vanderlip  (interposing).  No,  sir;  we  do  not,  until  we  emit  it. 

Senator  Reed.  Unless  you  emit  it? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Reed.  It  goes  around  and  circulates  and  gets  into  the 
banks  in  Chicago.  The  banks  in  Chicago  send  it  down  for  redemp- 
tion, and  now  it  is  retired.  Immediately  it  is  sent  back 

]\Ir.  Vandep,lip.  Yes,  sir. 

Senator  Reed.  And  you  either  pay  it  out  at  once  or  lock  it  up  until 
you  need  it  ? 

Mr.  VANDEPmiP.  We  lode  it  up  if  our  receipts  of  national-bank 
notes  are  larger  than  the  shipments  of  money  that  need  not  be  reserve 
money.  Novq  we  are  shipping  money,  we  will  say.  every  day,  some 
of  which  must  bo  reserve  money,  because  we  are  asked  to  send  reserve 
money,  and  some  of  which  need  not  be  reserve  money.  We  are  re- 
ceiving national-bank  notes  every  day.  If  the  amount  of  our  ship- 
ments is  less  than  the  amount  of  our  receipts  there  is  no  point  in 
getting  out  our  own  notes  for  these  shipments.  We  might  just  as  well 
pay  out  in  these  other  notes  and  send  the  surplus  down  here  for 
redemption. 

Senator  Reed.  Then,  as  I understand  you,  the  whole  question 
amounts  to  this:  The  method  of  redemption,  plus  the  tax,  is  a means 
of  limiting  tlie  amount  of  this  currency  which  may  be  out.  If  5'ou 
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li  id  no  tax  you  would  draw  your  $3,500,000,  you  would  put  it  in  your 
T lults,  and  you  would  lend  it  whenever  you  pleased.  It  would  go  out 
ii  to  circulation,  other  banks  would  keep  it  in  their  vaults,  lending  it 
when  there  was  a demand  made.  But,  in  viev  of  the  fact  that  there 
is  a place  of  redemption  and  that  by  sending  it  in  a bank  can  thereby 
ei  cape  this  tax,  there  is  an  incentive  to  send  it  in  and  have  it  canceled? 

Mr,  Vanderlip.  The  great  incentive  is  another  one,  however.  The 
b ink  that  sends  it  in  does  not  thereby  escape  any  tax.  The  motive  for 
S(  nding  it  in  is  to  get  reserve  money.  The  bank  has  more  currency 
tl  an  it  can  pay  out.  You  can  not  pay  out  currency  unless  somebody 
wants  it.  It  is  not  because  jmu  have  a surplus  of  currency  you  are 
g ling  to  increase  your  loans.  A loan  is  usually  collected  in  the  form 
o ■ a deposit  balance;  it  is  seldom  collected  in  currency. 

Senator  Eeed.  But  you  must  have  a legal-tender  reserve,  so  they 
s<  nd  it  in  and  exchange  it  for  a legal-tender  reserve  ? 

!Mr.  Vandereip.  Yes,  sir ; that  is  tlie  motive  back  of  the  redemption 

0 ■ the  national-bank  note. 

Senator  Reed.  In  other  words,  the  Government  with  its  funds  has 
t<'  continually  furnish  the  reserves  back  of  the  national-bank  money? 

Mr,  Vanderlip.  The  Govermnent  is  merely  an  agent.  The  national 
li  lilies  must  first  put  up  the  money  that  the  Government  uses  to 
n deem  these  notes.  It  is  not  Government  funds  at  all  that  are  going 
t(  I be  used  to  redeem  the  notes. 

Senator  Reed.  It  is  the  money  we  got  for  the  bonds. 

Mr.  Vanderlip.  Not  at  all;  it  is  the  monej'  that  is  put  up  in  the 
5 per  cent  redemption  fund.  It  alw’ays  has  to  be  kept  there,  and 
a ways  does  redeem  all  that  comes  in.  We  have  to  make  that  good 
diily;  just  as  often  as  there  are  charges  against  it  we  are  notified 
tliat  our  redemption  fund  is  deficient  and  we  must  build  it  up.  Our 
ralemption  fund  is  never  exhausted. 

Senator  Reed,  If  those  bank  notes  were  a full  legal  tender  and 
could  be  used  for  reserves,  there  wmuld  not  be  any  necessity  for 
si  nding  them  in  at  all  ? 

Mr.  "\^a.nderlip.  No;  nor  any  limit  to  the  expansive  possibilities 

1 ley  would  be  made  a basis  for. 

Senator  Reed.  Except  that  the  bank  would  have  to  buy  Govern- 
n ent  bonds. 

]\Ir.  Vanderlip,  That  would  be  the  only  limit. 

Senator  Pojierene.  Mr.  Vanderlip,  did  you  discuss  the  question  of 
t le  qualifications  which  you  would  require  of  State  banks  and  trust 
c impanies  in  order  to  enter  into  this  plan  of  yours? 

Mr.  Vanderlip.  In  a general  way.  I would  make  the  qualifications 
t le  same  as  for  national  banks,  with  similar  limitations  as  to  capital, 
3 5 to  reserves,  and  as  to  examinations.  I would  permit  the  Fed- 
e 'III  reserve  board  to  make  such  other  regulations  as  they  found  in 
I racticc  necessary  to  make.  I wmuld  always  insist  that  that  board 
e camine  a bank  before  it  was  admitted  as  a depositor,  if  it  w’ere  a 
^ tate  bank. 

Senator  O’Gorman.  Then,  in  a word,  you  Avould  permit  the  State 
tanks  to  come  into  the  system  under  such  rules  and  regulations  as 
t le  reserve  board  would  establish  ? 

Mr.  Vanderlip.  I would ; such  a reserve  board  as  I have  suggested 
I ere.  I would  always  emphasize  the  character  of  that  board. 
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Senator  O’Gorman.  Two  of  those  essential  requirements,  however, 
would  be  that  the  State  bank  would  comply  A^itll  the  national-bank 
reipiirements  respecting  reserve  and  tlie  State  bank  Avould  also,  as 
you  stated,  deposit  in  this  Federal  bank? 

Mr.  Vanderlip.  Oh,  of  course. 

Senator  O'Gorman.  What  is  your  suggestion  as  to  the  amount  or 
extent  of  tlic  depo.-it  tliat  would  have  to  be  made  by  a State  bank? 
Would  you  leave  that  with  the  reserve  lioard? 

Mr.  \h\NDERLiP.  It  should  make,  exactly  ilie  same  deposit  as  a 
national  bank  would  make.  It  must  have ‘tlie  same  re.scrve  require- 
ments. 

Senator  Nelson.  And  the  same  capital? 

^llr.  Vanderlip.  The  same  capital  as  a national  bank  in  a .similar 
localitv. 

Senator  O’Gorman.  What  would  be  the  requirement  of  a national 
bank  with  respect  to  deposits?  I did  not  hear  you  state  that. 

Mr.  Vanderlip.  That  the  national  bank  would  keep  a reserve  of  12 
per  cent,  of  which  at  least  5 per  cent  must  be  kept  on  deposit  with 
the  Federal  reserve  bank. 

Senator  O’Gorvian.  When  you  spoke,  then,  of  deposits  by  national 
banks  you  had  reference  to  the  portion  that  'would  be  deposited? 

^Ir.  Vanderlip.  Nothing  more  at  all. 

Senator  Reed.  There  has  been  a great  deal  said  here  about  the  re- 
luctance of  banks  to  redi.scount,  and  the  figures  compiled  by  the 
comptroller  show  that  there  is  an  astonishingly  small  amount  of  dis- 
counts recorded.  M hat  do  you  know  about  the  custom  of  indirectly 
discounting  paper? 

IMr.  Vanderlip.  There  is  such  a custom. 

Senator  Reed.  To  what  extent  do  you  think  it  is  practiced? 

jNlr.  Vanderlip.  I do  not  know.“  It  is  discouraged  by  leading 
banks.  I believe  the  highest  amount  of  direct  rediscounts  that  the 
comptroller’s  reports  have  shmvn  is  $10;»,000,000,  which  was  reported 
last  summer. 

Senator  O’Gorvian.  Ont.^tanding  at  one  time? 

yir.  Vanderlip.  Outstanding  at  one  time.  As  a guess,  I should 
think  there  might  be  $30.0‘d0,0()0  of  redi.^counts  that  do  not  show. 

Senator  Nelson.  AVliat  is  tlie  form  in  wliich  those  indirect  dis- 
counts appear?  , t 

:Mi'.  Vanderlip.  The  form  varies.  A bank  niay  induce  a lending 

bank  to  buy  certain  commercial  paper  Avhich  it  holds  and  give  it  a 
letter  directing  it  to  charge  the  borrowing  hank's  balance  when  that 
jianer  matures.  Sometimes  tlie  bank  will  sell  to  its  ovn  directors 
commercial  pajier.  and  iis  directors  will  unite  in  making  a loan,  the 
bank  showing  no  rediscounts.  Those,  I think,  are  the  two  most 
imjiortant  methods. 

Senator  O’Gorman.  Whv  is  that  resorted  to? 

]\[r.  Vanderlip.  So  as  not  to  show  a rediscount  on  the  published 

statement.  , , , 

Senator  Reed.  IMr.  Vanderlip,  I was  toid  of  one  bank  that  carries 
$9,000,000  of  bank  deposits,  the  president  of  which  stated  they  actu- 
ally had  loaned  $1,500,000  to  the  banks  by  what  lie  called  indirect 

di.scoiints. 

]\Ir.  Vanderlip.  That  bank  was  encouraging  that  sort  of  business. 
That  is  not  a fair  average. 
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(At  this  point,  to  enable  membeis  of  the  committee  to  vote  in  the 
^ enale,  a recess  was  taken,  at  the  expiration  of  which  the  hearing 
V as  resumed.) 

Senator  O'Gorman.  Mr.  Vanderlip,  liave  ye  n any  further  ohserva- 
t ons  to  offer? 

iSIr.  Vandkrup.  I have  gone  through  the  details  of  the  plan.  I 
1 ave  no  specitic  observations  to  offer,  except  possibly  to  try  further 
t ^ emphasize  the  essential  differences  between  the  plan  I have  sug- 
fiosted,  or  outlined,  and  the  plan  that  is  before  you,  as  it  has  passed 
t le  House.  I believe  those  differences  are  absolutely  fundamental 
and  make  the  differences  between  a sound  and  unsound  piece  of 
1 'gislation.  I should  say  there  are  three  differences  of  vital  impor- 
t nice : 

The  difference  that  makes  the  note  the  obligation  of  a bank  and 
rot  the  obligation  of  the  Government  I regard  as  of  the  greatest 
i nportance.  I can  not  overemphasize  my  feeling  in  that  respect. 

The  difference  which  permits  of  a single  bank  and  of  a single  dis- 
count rate  alike  to  all  banks  I regard  as  a difference  of  great  impor- 
t ince,  and  one  which  gives  much  greater  equity  to  this  measure  than 
to  the  other.  It  would  be  impossible  to  adopt  this  theory  with  12 
c r any  other  number  of  various  banks — this  theory  of  a uniform  dis- 
caunt  rate.  It  can  only  be  adopted  by  a central  bank. 

Senator  Hitchcock.  Will  you  permit  me  to  interrupt  you  for  a 
c ue.stion  ? I intended  to  ask  you  some  que.stions  before  we  took  this 
1 2cess. 

Senator  Bkistoav.  He  was  outliiiin"  the  differences  between  this 
suggested  plan.  Senator,  and  the  pre.sent  bill.  Suppose  he  completes 
t lat  fir.st. 

Senator  Hitchcock.  Yes. 

Mr.  Vanderlip.  This  measure  will  not  be  compulsory  iijion  the 
1 anks  unless  you  compel  them  to  underwrite  the  stock,  which  you  may 
CO.  But,  in  that  event,  the  compulsion  would  be  not  nearly  so  pb- 
I oxious,  l)Ocause  the  bank  could  sell  the  stock  if  it  so  desired.  I think 
i is  superior  in  that  it  would  distribute  the  stock  to  a large  number 
c f peo])le. 

Senator  O'GoiniAN.  Bight  there,  if  you  will  pardon  me.  Having 
i 1 mind  the  dividend  would  probably  lx?  exempt  from  all  taxation, 
! o ^ ou  care  to  modify  the  view  you  expresstd  this  morning  that  it 
f light  to  be  r>.l  or  (?  per  cent  ? 

iUr.  Vanderlip.  I am  inclined  to  think  if  the  dividend  is  exempt 
Irom  all  tax  and  there  is  no  double  liability  on  the  stock,  you  could 
1 oat  it  at  i)  per  cent. 

Senator  Hitchcock.  Now,  you  speak  of  the  national  banks  or 
! leniber  banks  underwriting  this  stock  subsci  iption. 

iMr.  Vanderlip.  Yes. 

Senator  Hitchcock.  You  would  give  them  a monopoly  of  the 
i iitial  purchase  of  this  stock? 

iMr.  ^"anderlip.  Exactly  th.e  reverse.  I would  give  the  public  the 
monopoly,  permitting  the  banks  only  to  buy  after  the  public  had 
1 ef used  to  take  it. 

Senator  Hitchcock.  Would  you  permit  the  public  to  take  it  at 

I • 

Mr.  Vanderlip.  Certainly. 
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Senator  Weeks.  How  would  you  allot  it? 

IMr.  Vanderlip.  I would  allot  it  first  to  the  smallest  subscribers, 
just  as  the  Spanish  War  bonds  were  allotted,  so  as  to  get  as  wide  a 
distribution  as  possible. 

Senator  Weeks.  At  par?  I understood  you  to  say  you  would  sell 
to  the  highest  bidder. 

^^Ir.  Vanderlip.  That  would  be  another  view  to  take.  In  that 
event,  of  course,  the  stock  would  be  allotted  to  the  liighcst  bidders, 
and  you  could  not  allot  it  to  the  smallest  subscriber. 

Senator  Nelson.  The  fairest  would  be  to  make  the  dividend  so 
fair  and  low  that  you  would  sell  it  at  par. 

]Mr.  Vanderlip.  I think  that  would  lie  the  fairer  Avay,  to  sell  it  at 
par  and  then  to  allot  to  the  smallest  subscriber. 

Senator  Hitchcock.  A"ou  avouIiI  not  exempt  the  dividend  from  this 
stock  as  far  as  the  income  taxes  are  concerned — the  Federal  income 
tax? 

Senator  O'Gorman.  If  you  say  “all  taxes”  that  would  embrace  it. 

Mr.  Vanderlip.  I would,  if  you  deemed  that  feasible.  That  is  to 
say,  if  you  want  to  float  this  stock  at  the  lowest  possible  dividend 
basis,  then  you  will  exempt  it  from  all  taxes.  taxation  you  add 

would  in  effect  make  it  necessary  to  pay  a higher  dividend  rate. 
Whether  the  small  amount  of  the  income  tax  would  make  it  neces- 
sary to  pay  a dividend  above  5 per  cent  is  a question. 

Senator  Hitchcock.  Would  not  that  be  a direct  inducement  for 
wealthy  people  who  would  have  a very  high  rate  of  income  tax  to 
pay,  to  invest  in  this  stock  and  thus  concentrate  its  ownership  ? And 
that  is  exactly  what  we  do  not  want  to  do. 

Senator  O’Gorman.  You  could  place  a limitation  as  to  the  num- 
ber of  shares  any  individual  would  be  permitted  to  take. 

Mr.  Vanderlip.  That  would  be  possible.  There  would  be  no  point 
in  doing  that,  as  the  stocli  has  no  voting  rights  in  any  Avay. 

Senator  Hitchcock.  But  you  said  it  Avas  A’ery  desirable  to  have  this 
widely  scattered  among  the  people. 

]Mr.*  Vanderlip.  I think  so. 

Senator  Hitchcock.  In  rather  small  allotments,  as  those  are  people 
who  have  difficulty  in  making  inA’cstments;  but  if  you  exempt  it  from 
the  income  tax  it  would  not  affect  many  of  them,  because  those  people 
have  the  minimum  of  income.  But  it  Avould  be  an  inducement  for 
the  very  wealthy  people  to  buy  this  stock,  because  they  might  escape 
a 10  or  a 5 per  cent  income  tax,  so,  I think,  it  should  not  be  exempted 
from  the  income  tax. 

IHr.  Vanderlip.  There  is  no  principle  inwoh^ed  in  exempting  it 
from  any  tax.  The  only  point  in  exempting  it  from  a tax  is  to 
enable  you  to  float  it  at  the  loAvest  dividend  rate. 

Senator  Hitchcock.  Have  you  any  doubt  that  a 5 per  cent  Govern- 
ment stock  of  that  sort  Avould  sell  at  par  without  any  exemptions? 

Mr.  Vanderlip.  If  you  are  perfectly  sure  of  it,  and  will  provide 
that  the  Government  will  take  any  unsold  part,  all  right. 

Now,  the  last  and  one  of  the  A’ery  important  points  of  difference 
I want  to  emphasize  is  the  character  of  this  board  of  management. 
I think  I said  at  the  last  hearing,  in  answ’er  to  a question  of  Senator 
Pomerene.  that  I was  not  afraid  of  Government  management;  I Avas 
greatly  afraid  of  inexperienced  or  partisan  management.  I believe 
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tl  is  insures  a management  that  is  continuous,  experienced,  and  that 
■will  be  free  from  partisan  influence,  and  ■will  be  of  a character  that 
tl  e banks  can  fairly  trust.  The  long  term,  without  any  ex  officio 
jr  embers,  is  of  vital  significance. 

Senator  Hitchcock.  What  limitation  would  you  ])ut  on  the  power 

0 ’ that  board  as  to  the  rate  it  would  charge  for  the  use  of  redis- 
counts? 

jMr.  Vanderup.  No  limitation  whatever. 

Senator  Hitchcock.  You  would  allow  them  to  give  this  for  noth- 
ii  g — to  give  rediscounts  for  nothing? 

Air.  Vanderlip.  It  is  inconceivable  that  a board  that  is  sane  would 
d ) that.  They  are  governed  by  the  reserve  requirement.  You  do 
n )t  need  a law  further  than  that.  If  they  must  have  a minimum  50 
p;r  cent  gold  reserve,  they  would  veiy  quickly  reach  a point  where 
tl  .ey  would  have  to  rai.se  the  rate. 

Senator  Hitchcock.  They  might  have  a reserve  of  60  per  cent  gold 
a id  yet  refuse  to  discount,  too. 

Air.  A^anderlip.  They  should  never  refuse  to  discount  sound  paper. 

1 hey  should  make  the  rate  as  high  as  the  necessities  of  their  position 
d ctate.  They  should  never  refuse  to  discount  sound  paper. 

Senator  Hitchcock.  You  place  this  absolutely  in  the  hands  of  this 
biard — the  power  to  say  what  the  volume  of  currency  should  be — • 
s iliject  to  the  demands  of  the  business  world  ? 

Air.  Vanderiap.  Ah;  subject  to  the  demands  of  the  business  world. 
I he  board  would  have  no  influence  whatever,  any  more  than  your 
e laetment  would  have  an  influence,  upon  what  the  volume  of  circula- 
t on  will  be. 

Senator  Hitchcock.  If  it  made  a discount  rate  of  one-half  of  1 
psr  cent,  that  would  certainly  greatly  expand  currency,  would  it  not? 

Air.  Vanderlip.  No,  sir;  it  would  expand  the  credits  of  the  bank, 
b Lit  not  the  currency. 

Senator  Hitchcock.  That  additional  credit  of  the  bank  after  the 
riserve  surplus  of  the  deposits  is  exhausted  ■v  ould  mean  an  increase 
i:  1 currency  ? 

Air.  Vanderlip.  How  can  a bank  get  out  any  currency  that  is  not 
reeded  for  use  in  the  hands  of  the  people?  Let  us  take  a definite 
i lustration.  Suppose  the  National  City  Bank  is  a member  and 
cecides  to  rediscount  $10,000,000  of  paper,  can  it  get  out  any  more  cur- 
rmey  as  a result  of  that?  It  will  have  a credit ; it  will  have  a balance 
i 1 the  central  reserve  bank,  but  it  can  not  make  you  carry  any  more 
c irrency  in  your  pocket,  nor  can  it  make  anj-  customer  of  the  bank 
t ike  any  currency  because  it  happens  to  have  a credit  somewhere. 

Senator  Hitchcock.  Let  me  put  a case  this  way : Suppose  a bank 
c lit  AVest  has  reached  its  legal  capacity,  and  borrowers  come  to  it  for 
additional  loans,  and  it  finds  that  by  applying  to  a branch  of  the 
1 Inited  States  bank  it  can  discount  paper  on  a very  low  basis.  It  will 
1 lake  the  loans,  because  the  discount  rate  is  so  low  as  to  enable  it  to 
1 lake  an  adequate  profit. 

Air.  Vanderlip.  The  discount  rate  of  the  Federal  reserve  bank  will 
1 ever  be  lower  than  the  current  rate  that  the  depositing  bank  is 
lianing  to  its  customers,  presumably.  It  would  be  a very  extra- 
( rdinary  condition  under  which  you  would  find  the  discount  rate 
l?wer  than  the  current  rate.  The  function  of  this  bank  is  to  be  a 
jilace  of  last  resort  to  go  to  after  banks  have  found,  because  of 
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changed  conditions,  they  have  taken  too  much  commercial  paper.  It 
offers  a means  to  turn  commercial  paper  into  a liquid  reserve. 

Senator  Hitchcock.  Take  your  bank.  Suppo^  there  is  .a  strong 
demand  for  money,  and  you  have  been  loaning  freely,  obtaining  4-1 
and  perhaps  5 per  cent,  and  you  reach  a point  when  you  want  to 
discount  some  paper.  Suppose  they  refused  to  discount  for  you  at 
less  than  6 per  cent.  T\^hat  would  you  do? 

Air.  AL4NDERL1P.  AA^e  will  discount  at  6 if  we  find  we  are  running 
below  our  reserve.  AAY  would  not  do  it  in  order  to  loan  at  51. 

Senator  Hitchcock.  Suppose  they  made  a discount  rate  of  3 per 
cent,  what  would  you  do? 

Air.  A’^anderi.ip.  If  they  made  a discount  rate  of  3 per  cent  it  would 
be  certain  we  could  not  loan  at  5|  per  cent.  That  situation  can  not 
exist,  because  our  neighbors  would  also  have  a rediscount  rate  of  3 
per  cent. 

Senator  Hitchcock.  If  you  could  discount  your  notes  at  3 per 
cent  you  certainly  can  accept  those  loans  that  come  over  your 
counter? 

Air.  A^andkrijp.  At  54  per  cent ; yes.  But  water  would  run  up 
hill  as  quickly  as  such  a situation  ■\vould  exist.  It  can  not  exist. 

Senator  Hitchcock.  Has  not  that  been  the  history  in  Germany? 
AA'henever  abroad  tliere  has  been  a strong  period  of  exploitation  of 
business  and  industry  Germany  has  been  developing  and  her  foreign 
trade  has  been  gro’iving:  that  the  German  bank  has  rediscounted 
heavily  at  the  Reich.sb.ank,  and  the  Beichsbank  has  finally  reached 
a period  of  expansion? 

Air.  A^anderlip.  Has  reached  a period,  undoubtedly,  where  it  has 
n large  amount  of  rediscounts,  but  has  always  sustained  itself  by 
advancing  the  discount  rate  until  we  have  found  the  German^  banlcs 
borrowing  in  the  New  Ahirk  market  at  times  at  9 per  cent.  AA’e  have 
loaned  to  lirst-class  German  banks  at  9 per  cent. 

Senator  O’Goraian.  Do  you  expect,  then,  that  this  system  of  re- 
discount will  be  used  by  a ‘member  bank  for  the  purpose  of  making 
new  loans,  or  will  it  be  devoted  entirely  to  procuring  the  money  to 
keep  up  the  required  reserve  ? 

Air.  A^anderlip.  It  will  be  its  function  to  keep  up  tlic  required 


resorve. 

Senator  0’Gor:man.  Nowq  with  that  limited  field  of  activity  on  the 
part  of  the  Federal  bank,  will  it  be  able  to  make  this  money  that 
will  be  required  for  its  maintenance  and  pay  5 per  cent,  if  that  bo 
the  dividend  provided  for,  to  the  stockholders? 

ytr.  Ah^xDERLiP.  It  will  be  able  to  employ  $350,000,000  at  3 per 
cent,  less  the  14  i-er  cent  tax,  and  to  loan  ‘$350,000,000  circulating 
notes,  as  we  liavc  provided  that  amount  of  one-year  'I'rcasnry  notes. 
It  will  be  able  to  go  into  the  open  di.scount  market  and  buy  paper 
indorsed  by  anv  member  bank  at  whatever  rate  is  ruling.  It  will  be 
able  to  go'into’the  foreign  discount  marlcets  and  buy  prime  bankers’ 

bills  at  whatever  rate  is  ruling  there. 

Senator  Hitchcock.  AAhmld  you  explain  how  the  bank  can  ipie 
$350,000,000  of  notes?  Perhap’s  you  will  let  me  ask  some  questions 
to  develop  it.  AYii  say  a bank  with  100  millions  of  capital? 

Air.  AhiNDEPJ.iP.  Yes. 

Senator  Hitchcock.  Suppose  that  is  all  put  in  in  gold. 

Air.  Vanderlip.  Yes, 
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senator  Hitchcock.  You  then  propose  that  it  shall  take,  we  will 
sa;  •,  over  $300,000,000  of  2 per  cent  bonds ; and  you  say  issue  $300,- 
00  ),00G  of  its  notes? 

Mr.  Vakdeulip.  It  will  issue  them  as  rapidly  as  the  notes  that  the 
bo  ids  are  sustaining  are  retired  | that  is,  as  rapidly  as  an  equi\  alent 
amount  of  national-bank  notes  are  retired. 

senator  Hitchcock.  Now,  then,  it  must  keep  a 50  per  cent  reserve 
against  those  notes.  How  is  it  going  to  get  that  50  per  cent  reserve? 

'"Mr.  Vandereip.  It  will  have  100  millions  of  capital,  presumably 
$1)0,000,000  of  Government  deposits.  I have  not  the  figures  in 
m nd,  but  let  us  say  four  or  five  hundred  millions  of  deposits  of 

re  serve  banks. 

Senator  Hitchcock.  It  must  keep,  though,  a 50  per  cent  reserve 
ag  ainst  the  Government  deposits  and  also  against  the  other  deposits. 

Mr.  Vakderlip.  Yes. 

Senator  Hitchcock.  Now,  then,  what  has  it  to  loan  in  that  case, 
if  its  capital  is  more  than  absorbed  by  the  reserve  required  against 
th  3 notes  ? The  notes  are  $300,000,000,  and  there  will  be  $150,000,000 
re  jerve  there,  at  the  outset.  If  the  Government  deposits  $150,000,000, 
that  would  require  another  100  million  of  reserve. 

Mr.  Vakderlip.  No;  seventy-five. 

Senator  Hitchcock.  $75,000,000  in  reserve;  and  if  the  banks  de- 
posit. say,  $300,000,000,  that  would  require  another  $150,000,000  m 

g<  ld  reserve.  . , , i i . 

Senator  O’Gormax.  Did  you  not  say  the  banks  might  deposit  about 


$^00,000,000?  . , 

Mr.  Vakdereip.  I should  think  they  would  deposit  about  $-100,000,- 
0(  0.  The  statement  of  the  bank  would  be  about  this:  It  would  have 
Cfpital,  $100,000,000;  Government  deposits,  $150,000,000;  and  bank 

d' posits,  let  us  say,  of  $$100,000,000. 

Senator  0‘Gor3evk.  Making  a total  of  $050,000,000. 

Mr  Vakdereip.  It  would  have  deposits  of  $550,000,000,  against 
which  it  would  have  to  keep  $275,000,000  of  gold.  It  would  have 


$:  175,000,000  of  gold  free. 

Senator  Hitchcock.  How  does  it  get  that  $3  <5,000,000? 

Mr.  Vandereip.  Capital,  $100,000,000,  Govei-nment  deposits,  $150,- 

0 )0, 000.  and  bank  deposits,  $400,000,000. 

Senator  Hitchcock.  How  can  all  the  banks— all  the  banks  could 
nit  pay  in  that  much  gold.  How  could  you  require  the  banks  to 
n ake  their  deposits  in  gold? 

Mr.  Vaxdereip.  They  would  pay  in  that  much  gold— gold  or  law- 
f il  money.  They  might  have  to  rediscount  .some.  I am  presuming, 

1 1 setting  up  this  statement  of  the  bank,  that  on  the  start  they  all 

rav  it  in  and  rediscount  nothing.  • u 

Senator  ITitchcociv.  You  have  a need  for  $L<Oj0005000  in  gold 


r iserves  right  olf. 

Mr.  Vaxderi.tp.  Yes,  sir. 

Senator  Hitchcock.  Against  your  notes. 

Mr.  Vaxdereip.  You  have  $375,000,000  of  free  gold  or  lawful 


Senator  Hitchcock.  You  have  $375,000,000  cash? 

!Mr.  Vaxdereip.  Of  cash.  it 

Senator  Reed.  You  can  loan  that  cash  to  the  banks  and  rediscount 

] aper  ■with  it? 
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Mr.  Vaxdereip.  Let  us  say  you  loan  $100,000,000  to  the  banks; 
then  you  ■would  have  $275,000,000.  and  you  wmuld  only  need  $175,- 
000,000  as  a gold  reserve  against  this  $350,000,000  of  notes,  and  you 
will  have  $100,000,000  of  free  ca.sh  remaining. 

Senator  Hitchcock.  You  figure  it  ■will  not  be  necessary  to  procure 
gold  in  any  wuiy  except  through  the  sale  of  capital  stoek^ 

Mr.  Vaxdereip  (interposing).  The  deposit  of  the  Government  and 
the  deposit  of  the  Ibaiiks. 

Senator  Hitchcock.  And  that  that  would  procure  sufiicient  gold 
for  the  initial  issue  of  $350,000,000  in  notes? 

Mr.  Vaxdereip.  Yes. 

Senator  O’Gormaxt  Will  interest  be  paid  on  Government  deposits  ? 

Mr.  Vaxdereip.  Oh,  no;  not  under  any  circumstances  would  in- 
terest be  paid.  No^w,  Senator  Hitchcock,  if  the  bank  did  find  itself 
short,  it  could  sell  some  of  these  one-year  exchequer  notes  either  in 
the  domestic  market  or  abroad.  They  would  be  freed  from  segrega- 
tion to  secure  the  note  issue  as  rapidly  as  the  Federal  reserve  bank 
discounted  for  other  banks  and  got  rediscounts  in  hand  to  put  under 
the  note  issue. 

Senator  O'Gormax.  Does  any  other  Senator  desire  to  ask  any  qiie.s- 
tions? 

Senator  Bristowe  I have  been  very  much  interested  in  this,  !Mr. 
Vanderlip.  I have  been  in  favor  of  a Government  bank,  such  as  you 
have  described,  controlled  by  the  Govermnent,  the  stock  o^wned  by  the 
people  and  not  by  the  banks,  which  was  entirely  independent  of  the 
banks  and  in  shape  so  as  to  serve  the  banks  when  they  needed  it, 
and  that  this  service  will  be  extended  under  conditions  which  the 
law  prescribes,  and  any  bank  that  complied  wdth  those  provisions  as 
outlined  in  the  law  should  have  the  right  to  the  aid  which  it  needed 
in  time  of  stress  as  a matter  of  right.  I have  been  in  favor  of  that 
because  I believe  it  is  necessary  in  order  to  maintain  the  democratic 
banking  s.ystem  which  v,e  have,  so  as  to  render  all  of  the  banks  in- 
dependent of  any  monopolization  of  credit.  I do  not  think  that  there 
is  that  independence  now  that  ought  to  have  been.  I do  not  agi-ee 
with  the  opinion  which  you  advanced  in  your  last  hearing,  that  any- 
body who  had  good  security  could  get  credit  at  the  banks.  I think 
that  depends  upon  the  interest  of  the  bank,  its  depositors,  and  the 
director-s,  and  if  some  one  should  come  and  want  credit  that  came  in 
conflict  with  the  interests  of  some  of  the  patrons  of  that  bank  tliat 
were  powerful  and  had  enough  influence  with  it,  it  w’oqld  bo  denied, 
not  because  it  was  not  good  but  because  it  interfered  with  some  otlier 
business.  Now,  naturally  I am  interested  in  the  view — I know  you 
are  not  for  a Government  banlc,  managed  by  the  Government,  for  the 
same  reasons  I liave  indicated,  which  are  reasons  that  prompted  me. 

]\Ir.  Vaxdereip.  I believe  those  reasons  do  not  exist,  and  I challenge 
you  to  present  a single  case  where  there  has  been  such  a discrimina- 
tion in  any  important  way  in  New  York.  I never  have  heard  of  it. 
It  may  exist,  but  I do  not  believe  it  does  exist,  and  I know  that  it  does 
not  exist  as  a general  thing.  But  that  is  neither  here  nor  there. 

Senator  Bristow.  We  had  one  gentleman  before  the  committee 
yesterday  who  told  us  his  story,  wdiich  I believe  to  be  substantially 
true  in  some  particulars. 

Senator  O’Gorjiax.  Did  you  credit  the  whole  of  it,  after  Senator 
Weelis’s  statement? 
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Senator  Bristoav.  No. 

Senator  Weeks.  I am  sorry  that  the  Senatoi-  from  Kansas  believed 

it.  because  T denied  it  explicitly.  . j i- 

Senator  Bkistoav.  The  Senator  from  Ma<-sachiisetts  denied  his 
s'  atenient  as  to  one  of  the  banks,  but  not  as  to  the  others. 

Senator  Weeks.  If  the  Senator  from  Kansas  will  recall,  I asked  the 
V itness  if  the  corporation  of  which  he  was  complaining  had  any  de- 
pDsit  in  any  banks  where  his  deposits  were,  and  he  replied  in  the 

negative  in  each  case.  , 

Senator  Bristoav.  I remember  distinctly  those  questions,  and  I 
t link  they  Avere  very  ingenious  and  plausible;  but,  nevertheless,  I 
t link  the  "shoe  machinery  company  is  poAverful  enough  to  prevent  a 
man  from  getting  credit 'if  it  interferes  with  their  business. 

Senator  Weeks.  I think  that  is  likely,  but  I do  not  think  it  has 

e /er  been  done. 

Senator  Nelson.  Would  you  limit  the  deposit  to  banks? 

]\Ir.  Vandeklip.  Banks  and  the  Government  positiA^ly  to  be  the 

ciilv  depositors. 

Senator  Nelson.  And  Avould  you  limit  the  <liscounts  to  the  banks? 
Mr.  Yanderlip.  Unquestionably.  I Avould  ]jermit  them  to  have  no 
c omestic  transaction  that  did  not  bear  the  imlorsement  of  a member 


1 ank.  . 

Senator  Neuson.  The  deposits  and  discounts  must  all  be  carried  on 

A 'ith  banks  and  not  indiAuduals  ? 


Mr.  Yanderlip.  Yes,  sir.  ^ . 

Senator  Poaierene.  Would  you  permit  it  to  go  out  and  buy  securi- 

t les  of  anv  kind  ? -no 

Mr.  YANDEimiP.  No  securities  except  the  bonds  of  the  United  States 

j ml  its  insular  possessions;  and,  really,  the  bank  ought  to  have  no 
(bligations  of  that  sort  except  short  time  ones.  I Avould  be  quite 
'trilling  to  prohibit  the  banlc  having  any  obligation  of  any  kind,  even 
( f the  Government,  Avhich  ran  over  a year,  except  the  first  issue  of  2 
1 ler  cent  bonds,  which  Avould  at  once  be  changed  to  exchequer  notes. 

Senator  O'Goraian.  You  have  alluded  to  some  great  differences 
betAveen  the  plan  you  suggest  and  the  plan  embodied  in  this  bill,  and 
think  the  Senators  recognize  the  difference  between  the  tAvo  plans. 
Ahth  respect  to  one,  I want  to  see  if  I understand  you  correctly,  and 
1 hat  is,  while  under  the  plan  proposed  by  the  pending  bill  the  banks 
vill  ha\'e  a controlling  interest  in  each  one  of  the  proposed  12 

regional  banks • t 

Mr.  Yanderlip  (interposing).  They  aviII  elect  six  of  the  nine  di- 
rectors. . 

Senator  O’Goraian  (continuing).  Under  your  sy.stem,  Avhich  you 

' ‘ecommend  and  suggest,  the  banking  interests  of  the  countiy  will 
have  no  representation  of  any  kind,' from  the  top  of  the  system  in 
Yashington  doAvn  to  the  most  humble  ]iosition  in  any  one  of  the 

igency  banks.  . 

Mr.’  Yanderlip.  Absolutely  none  at  all ; no  more  than  it  has  in  the 

Treasury  or  in  any  other  department  of  the  Government. 

Senator  O’Goraian.  Ei'ery  official  AAould  get  his  authority  either 
hrough  the  President  or  through  some  one  appointed  by  the  Presi- 
lent  of  the  United  States? 
i\Ir.  Yanderlip.  Yes,  sir. 
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Senator  O’Goraian.  Is  there  anything  else  to  be  asked  of  the  Avit- 
ness? 

Senator  Brtstoav.  Yes;  I haA^e  a number  of  questions  I wanted  to 
ask.  Continuing  the  matter  which  aa'c  Avere  discussing,  iSlr.  Yander- 
li}),  it  of  course  Avould  be  unnecessary  for  you  and  I to  proceed  into 
an  argument  as  to  the  control  of  credits  by  the.se  great  in.stitutions  of 
the  country.  I think  Mr.  Moffitt,  in  the  financing  of  his  railroad,  Avas 
handicapped  by  the  banks  of  Ncav  York  Avho  refused  him  the  credit 
he  was  entitled  to,  because  of  the  poAverful  interests  he  Avas  antag- 
onizing, and  not  because  he  Avas  not  promoting  a railroad  that  Avas 
just  as  good  a railroad  as  those  who  AA'ere  fighting  him.  And.  I think, 
in  my  oAvn  State,  that  the  railroad  enterprises  hai^e  been  killed  not 
because  they  were  not  good,  sound,  and  economical,  but  because  they 
interfered  Avith  the  interests  of  the  Santa  Fe  Railroad,  the  Union 
Pacific,  the  Southern  Pacific,  and  other  lines  that  run  up  there. 

]\Ir.  Yanderlip.  Do  you  regard  the  building  of  a railroad  as  a 
proper  function  for  a commercial  bank? 

Senator  Bristoav.  Banks  that  would  be  a part  of  this  system 
finance  railroads  and  handle  their  bonds  and  sell  them.  That  is  done 
by  the  banks  that  would  be  part  of  this  system  or  any  system  that  is 
created.  But  that  is  simply  an  illustration. 

But  if  those  are  the  reasons  Avhich  have  prompted  me,  that  is  to 
preserve  the  democratic  independence  of  our  banking  system,  which 
I think  is  the  best  system  in  the  world,  because  it  gi\'es  opportunity 
to  men  to  go  out  into  the  banking  business  and  make  a success  on 
their  own  initiative;  and  this  is  one  of  the  fields  of  activity  in  our 
country  that  is  not  monopolized,  except  when  you  get  into  the  larger 
matters  of  credit.  And  I want  to  preserve  that  democratic  inde- 
pendence. Now,  I was  interested,  therefore,  in  the  reasons  that  led 
you,  holding  views  so  radically  different  from  mine,  to  finally  come 
to  the  same  conclusion  I do. 

Mr.  Yanderlip.  I Avould  say  that  I never  would  have  reached  this 
conclusion,  I believe,  had  it  not  been  for  the  vicAvs  you  hold.  I was 
profoundly  influenced  in  my  mind  when  I was  before  this  committee 
the  last  time  by  what  seemed  to  me  a general  opinion  that  tended 
toAvard  this  sort  of  a solution.  I Avas  giAen  special  impetus  to  study 
the  matter  by  the  opinions  you  expressed — not  at  the  hearing,  but 
afterwards — outlining  almost  exactly  the  plan  that  I have  tried  to 
explain — not  in  detail,  but  in  a general  form.  It  was  the  interest  of 
yourself  and  of  other  members  of  this  committee  that  has  led  me  to 
put  almost  continuous  study  on  this  idea  for  nearly  all  of  the  time 
since  I was  last  before  this  committee. 

Senator  Bristoav.  Do  you  believe  that  such  an  institution  as  has 
been  outlined  here  would  preserve  the  independence  of  our  country 
banks — the 25,000 banks  that  are  now  doing  an  independent  business? 

Mr.  Yanderlip.  I do. 

Senator  Bristoav.  Do  you  not  think  it  is  a very  desirable  thing 
that  it  should  ? 

Mr.  Yanderlip.  Extremely  so. 

Senator  Bristoav.  Well,  you  say  “loan  only  banks.”  Why  not 
loan  to  individuals  in  order  to  establish  the  rate? 

Mr.  Yanderlip.  And  then,  after  a while,  have  the  Go\"ernment 
issuing  notes  to  individuals.  There  you  go.  [Laughter.] 
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Senator  Nelsox.  And  ■would  not  that,  Senator  Bristow,  compete 

1,-ith  voiir  little  country  banks?  ^ 

Senator  Heed.  I suggest  that  the  Senator  from  Kansas  and  Mr. 
■'hinderlip  have  another  private  conference,  so  that  we  may  derive 

f till  more  benefit.  [Langliter.]  1 1 a 

Senator  J3ristow.  AVell,  now,  tell  me  the  clanger.  I would  like  to 

]:now  tlic  danger  of  this  bank  discounting  pa]>er  in  the  open  market? 

Mr.  Vaxderlip.  I can  hardly  conceive  a greater  danger  to  our 
•vhole  Government  than  the  creation  of  a Government  organization 
vhich  might  loan  directly  to  individuals.  I can  hardly  conceive 
of  there  ever  having  been  thought  of  such  a machine  for  the  control 
of  politics  or  for  the  aggrandizement  of  a body  of  men  than  to  put 
n their  power  such  a great  aggregation  of  capital  as  this  and  allow 
hem  to  deal  directly  with  individuals  and  to  extend  them  credit. 

Senator  0“Goii?.rAX.  Do  you  think  that  bank  would  be  over- 
vlielmed  with  applications  if  that  was  done?  [Laughter.] 

Mr  VaxuerliV.  I am  quite  sure  it  would.  And  there  Avould  be 
10  relation  of  credit  and  deposit  balance  between  the  boiTOwer  and 
die  bank  such  as  we  are  establishing  by  law  here— between  the  de- 
positino-  banks  and  tlie  central  bank.  Here  we  are  requiring  that 
the  reserves  shall  be  kept  within  the  vaults  of  the  banks  themselves 
ind  in  tlie  vault  of  the  central  reserve  bank.  That  is  the  very  sinew 
that  the  central  reserve  bank  has  to  loan.  It  is  inconceivable  to  my 
mind  that  there  could  be  safely  created  such  a machine  as  this  that 
would  be  permitted  to  deal  directly  with  individuals. 

Senator  Bristow.  You  think,  then,  as  I understand,  that  it  would 
be  very  dangerous  for  a reserve  bank,  a bank  created  to  serve  that 
iiurpose,  and  thereby  strengthen  the  independent  banking  system  of 
(he  country— for  it  to  go  and  loan  that  money  to  individuals;  you 
think  that 'would  destroy  the  very  purpose  for  which  it  was  created? 
Mr.  Vaxdeklip.  Yes,  sir.  _ 

Senator  Bristow.  And  make  it  impossible  to  serve  it  f 
Mr.  VAxoEREir.  Yes,  sir;  and  be  filled  with  collateral  dangers. 
Senator  O’Gorwax.  And  discourage  banks  from  entering  the  sys- 
tem if  the  accommodations  of  the  central  bank  were  to  be  extended 

(0  the  public  at  large?  . , a n 

Mr.  Vaxderlip.  I have  no  conception  of  government  that  would 

permit  the  Government  to  enter  into  business  in  this  way. 

Senator  OTtOrwax.  I do  not  understand  that  Senator  Bristow 
recommends  this.  He  only  wanted  to  get  your  views. 

Senator  Bristow.  Well,  I wanted  to  understand  its  dangers.  It 
has  bedi  ur^ed,  you  know,  that  it  would  be  necessary  or  ought  to  be. 

Now  I do  not  know  whether  I got  a very  clear  notion  as  to  the 
]-equirenients  that  would  be  necessary  for  a bank  to  have  in  order  to 
avail  itself  of  the  benefits  of  this  central  reserve  bank.  It  would 
become  a part  of  the  Federal  system  and  be  under  its  protection  and 
entitled  to  the  aid  which  this  bank  could  give.  You  would  extend 
it  first  to  national  banks,  then  to  State  banks  and  trust  companies, 
if  I understood  properly,  provided  that  the  requirements  of  the  na- 
tional bank  and  of  the  trust  companies  and  of  the  State  banks  should 
be  the  same,  so  that  they  would  all  be  on  an  equality. 

Mr.  Vaxderlip.  The  requirements  as  to  capital,  examinations,  and 

reserves. 
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Senator  Bristow.  Yes;  and  you  would  modify  the  national  bank- 
ing law  so  as  to  enable  the  national  bank  so  as  to  enlarge  their  ac- 
tivities in  certain  States  so  as  to  compete  with  certain  State  institu- 
tions and  be  on  an  equality  with  State  institutions? 

Mr.  Vaxderlip.  I Vvould,  so  as  to  prevent  national  banks  from  go- 
ing out  of  the  national  system,  taking  out  State  charters,  and  then 
joining  this  new  organization. 

Senator  OHorisiax.  Eiglit  there,  if  you  will  permit  me  one  ques- 
tion, that  bears  on  what  was  asked  by  Senator  Bristow : IVhat  would 
be  done  by  the  national  banks  that,  for  any  reason  would  not  care  to 
come  into  the  system,  if  it  should  be  optional? 

Mr.  Vaxderlip.  aViiv  bank  that  refused  to  keep  its  reserves  ac- 
cording to  law  would  have  to  get  out  of  the  sy.steni. 

Senator  0'Gor:max.  Then  you  would  make  it  compulsory  that 
every  national  bank  would  have  to  keep  part  of  its  reserves  in  this 
Federal  bank? 

Mr.  Vaxderi.tp.  I certainly  would. 

Senator  O’Gormax.  So  that,  to  that  extent,  it  would  be  com- 
pulsory ? 

]\Ir.  Vaxderlip.  Xo  more  compulsory  than  the  present  reserve  re- 
quirements. 

Senator  Eeed.  Just  about  as  much. 

Mr.  Vaxderlip.  Xo;  not  nearly  so  much  in  amount  as  the  present 
requirement. 

Senator  Shafrotit.  Mr.  Vanderlip,  how  much  money,  under  the 
system  you  liave  proposed  do  you  think  it  would  be  safe  to  i.ssue? 

]\Ir.  Vaxderlip.  Just  as  much  as  you  could  cover  with  the  proper 
sort  of  rediscounted  paper  and  with  a 50  per  cent  gold  reserve;  and 
always  have,  really,  something  more  than  50  per  cent  reserve,  because 
that  would  be  the  minimum  permitted  by  law  as  a general  reserve  of 
the  bank. 

Senator  Siiafrotii.  Can  you  estimate  about  what,  in  your  judg- 
ment, tlnit  would  be — the  maximum? 

I'llr.  Vaxderlip.  If  the  whole  plan  were  adopted,  there  would  first 
be  $350,000,000,  which  would  replace  an  equal  amount  of  national- 
bank  notes.  ^Vt  tlie  present  time  I thirdc  there  would  not  be  over 
$200,000,000  in  addition  to  that,  and  that  much  only  at  the  season  of 
the  year  when  there  was  a demand  for  the  largest  amount  of  circu- 
lation. IVith  the  growth  of  the  country,  with  the  development  that 
Avould  surely  follow  such  a sound  banking  scheme,  I can  imagine  that 
amount  miglit  grow  to  a verv  considerablv  larger  volume.  I would 
hope  to  live  long  enough  to  see  it  1,000  millions. 

Senator  Keed.  Have  you  consulted  or  tallved  with  other  bankers  or 
financiers  about  this  plan  of  yours? 

Mr.  Vaxderlip.  I have. 

Senator  Reed.  How  have  they  received  it? 

Mr.  Vaxderiup.  With  great  favor.  I have  talked  with  very  few. 

Senator  Reed.  How  do  you  believe  it  would  be  received  by  the 
banks?  Do  you  think  they  would  accept  it,  or  do  you  think  we 
would  have  another  “ Boston  convention  I do  not  speak  of  that 
unkindly ; but  it  was  an  opposition  convention. 

Mr-  Vaxtierlip.  It  is  difficult  for  me  to  say  how  they  would  receive 
it  at  first.  I think  they  would  be  somewhat  shocked  at  the  idea  of 
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aniplete  Government  control.  When  they  came  to  understand  the 
Si  feguards  that  it  is  proposed  to  throw  about  that,  the  character  of 
tl  e control  which  would  how  from  the  method  of  its  appointment,  its 
t(  rm  of  service,  and  so  on,  I believe  that  they  would  accept  it  with 
•eat  favor.  They  certainly  would  be  relieved  from  the  compulsor>^ 
atures  of  the  bill  that  is  now  before  you.  1 hey  would  be  relieved 
■om  this  extremely  unsatisfactory  but  necessai-y  provision  for  forced 
1<  ailing  by  one  Federal  bank  to  another.  And,  more  than  everything 
e se,  they  would  be  relieved,  I believe,  to  find  that  the  circulation  was 
tl  I be  banlv-note  money  and  not  a fiat  obligation  of  the  Government. 

Senator  Eeed.  You  spoke  about  requiring  the  banks  to  underwrite 
a portion  or  all  of  the  stock,  except  such  portion  as  the  Federal  Gov- 
e 'iiinent  might  take.  How  would  that  be  worked  out,  in  a practical 

V av? 

Mr.  Vanderlip.  In  a practical  way,  the  banks  would  be  compelled 
t ) underwrite  a prorata  proportion,  based  upon  the  relation  of  an 
i idividual  bank's  capital  to  the  total  capitalization  of  all  national 


h anks. 

Senator  Eeed.  How  compelled? 

Mr.  Vanderlip.  By  the  act. 

Senator  Eeed.  And  then  if  they  did  not  ? 

Mr.  Van-dePvLip.  If  they  did  not,  they  would  have  to  get  out  of  the 
system.  Xow,  I do  not  recommend  that  plan,  if  you  think  you  can 
t oat  the  stock  to  the  public  without  it  or  if  you  are  willing  to  have 
the  Government  stand  in  the  gap  and  take  any  stock  that  the  public 
s hould  fail  to  subscribe  for.  There  is  no  desire,  at  all  to  have  the  banks 
( .0  this.  Thev  would  not  regard  it  as  a desirable  thing  to  do.  They 
^ fould  not  want  to  retain  the  stock.  And  the  only  reason  whatever  for 
] )i'oposing  such  a scheme  would  be  to  insure  the  success  of  the  public 
i ubscription. 

Senator  Eeed.  As  I understand  your  plan,  you  would  first  open  the 


! ubscriptions  to  the  publiy  ? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Eeed.  On  a competitive  basis,  giving  the  preference  to  the 
I mailer  subscribers? 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Eeed.  If,  then,  there  was,  by  a given  date,  not  enough 
ilTered  you  would  then  have  a provision  in  the  bill  that  at  that  time 
t would  become  the  duty  to  take  a certain  proportion  of  these  bonds? 
Mr.  Vanderlip.  Yes,  sir. 

Senator  Eeed.  And  to  pay  for  them  at  their  face.  Now,  you  spoke 

Df  underwriting.  , , 

Mr.  Vanderlip.  I would  not  do  it  quite  that  way,  because,  if  it  be- 
came obvious  that  it  was  going  to  be  a failure — if  that  subscription 
can  for  30  days  and  on  the  twentieth  day  it  became  evident  that  the 
public  was  not  going  to  take  stock  and  that  the  banks  would  have  to 

Jo  so you  might  have  a scramble  right  then  lo  get  out  of  the  national 

system.  I would  compel  them  to  make  the  underwriting  obligation. 

* Senator  Eeed.  In  the  first  instance  ? 

IMr.  Vanderlip.  In  the  first  instance.  I would  compel  them  to 
a^ee'to  take  all  of  that  stock,  provided  the  public  did  not  take  it; 
but  they  would  get  none  of  it  that  the  public  was  willing  to  take. 

Senator  Eeed.  Then  you  would  provide,  in  this  bill,  that  by  a given 
date  the  national  banks  of  this  country  must  file  with  the  Federal 
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Government  an  obligation  binding  each  of  them  to.  underwrite — to 
accept  that  portion  of  these  bonds  which  their  stock  bore  to  the  entire 
amount  of  the  capital  stock 

Senator  O’Gorman.  In  the  national  banks. 

Senator  Eeed.  In  the  national  banks.  And  that  in  tlie  event  of 
their  failure  so  to  do,  their  charter  should  be  arrested  and  their 
business  wound  up. 

IVIr.  Vanderlip.  It  would  be  equal  to  that. 

Senator  Eeed.  If  they  did  that,  then  you  would  further  provide 
that  the  banks  had  so  underwritten  tlie  Government  would  otfer  this 
stoclc  to  the  general  public,  and  so  forth — we  need  not  go  into  the 
details. 

Mr.  Vanderlip.  Yes,  sir. 

Senator  Nelson.  And  that  the  banks  could  then  only  get  what  the 
public  did  not  take. 

Mr.  Vanderlip.  That  would  be  all. 

Senator  Nelson.  I suppose  in  this  plan  you  would  adopt  the  same 
quality  or  the  same  rules  as  to  the  paper  that  could  be  discounted  as 
there  are  in  the  bill  before  the  committee,  substantially. 

Mr.  Vanderlip.  Substantially  the  same. 

Senator  Nelson.  The  same  quality  of  paper? 

INfr.  Vanderlip.  Yes.  sir;  self-liquidating  paper — that  is,  paper 
arising  out  of  commercial  transactions. 

Senator  O’Gorman.  Mr.  Vanderlip,  Senator  'Weeks  has  a question 
or  two  he  would  like  to  ask  you. 

Senator  Weeks.  Suppose  we  provided  for  the  engraving  on  the 
notes  of  this  reserve  bank  something  like  this — I am  led  to  ask  this 
question  on  account  of  your  discussion  of  issuing  a bank  note  rather 
than  a Treasury  note: 

United  States  of  America.  National  reserve  bank  note.  This  note  is  secured 
by  a grold  reserve  equal  to  50  per  cent  of  its  face  value  by  Government  bonds 
or  commercial  paper  equal  to  its  face  value  by  a first  lien  on  all  of  the  assets 
of  the  reserve  bank  and  will  be  redeemed  on  presentation  at  the  reserve  banks, 
or  any  branch  thereof,  or  at  the  Treasury  of  the  United  States. 

Would  that  be  a bank  note  or  would  it  be  a bank  note  with  the 
Government  guaranty  ? 

Mr.  Vanderlip.  It  would  be  a bank  note  with  a Government  guar- 
anty of  redemption. 

Senator  Weeks.  Do  you  think  it  would  be  unfair  to  arrange  the 
guaranty  of  redemption — assuming  that  we  provide  in  the  law  that 
the  bank  shall  keep  the  Treasury  properly  supplied  with  funds  to 
guarantee  the  payment  of  any  notes  that  may  be  presented  at  the 
Treasury. 

Mr.  'N^anderltp.  I do;  unnecessary  and  involving  the  Government 
in  a possibly  dangerous  obligation. 

Senator  "NVeeks.  Well,  do  you  think  that  would  be  sufficient  as  I 
have  written  it  ? 

Mr.  Vanderlip.  If  the  Government  redeems  them,  it  is  as  great  a 
danger  as  it  would  be  if  they  were  the  obligations  of  tlie  Government. 

Senator  Weeks.  Of  course,  we  are  going  to  provide  that  the 
banks  shall  provide  the  means  for  the  Government  redeeming  the 
notes.  ' ’■ 
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'\’’^\XDEUL3r.  \ ci'y  well,  if  you  will  so  sl  ite  on  tlio  face  of  the 

ncto,  . , 

SoUiltor  O'Oon^MAX.  It  vroiild  be  stilled  in  tbc  bill  tbiit  '^^c  puss* 

Sexatok  Weeks,  ^os;  it  would  be  stfited  in  the  Inn. 

Mr.  VAMn-iiEH'.  You  oujLiht  then  to  state  on  the  note  that  they  will 
b(  redeemable  bv  the  Government,  if  the  Government  is  in  funds 
pi  ovided  by  the"  banks  for  the  purpose.  Then  that  wotdd  be  all 
ri  tht.  [Laiuihter.] 

Senator  Keed.  That  would  be  Avorse  than  saying  nothing. 

[l.aughtcr.]  . ,, 

Senator  O'GoRAtAX.  Is  there  any  other  question  any  Senator  de- 

si -es  to  ask  of  Mr.  Vanderlip ? ^ i 

Senator  Hitchcock.  I do  not  quite  see  yet,  Mr.  Vanderlip,  Avhere 

111  are  going  to  get  votir  gold  reserve. 

Mr.  Vandeklip.  I would  like  to  figure  that  out  with  you. 

Senator  Hitchcock.  I wish  you  Avotild  put  in  writing  in  the  record 
tl  e statement  of  hoAV  a bank ‘'would  start  in  business  when  it  had 
$ .50,000,000  of  Government  deposits,  bank  diposits  of  $300,000,000, 
a id  outstanding  notes  of  $300,000,000. 

Mr  Vandeelip.  I should  like  to  do  that.  I should  like  to  ask  it 
il  wiil  be  helpful  to  put  in  the  record  the  plan  as  I have  it,  very 

b .-iefiv  outlined  '^  , . . , • Tvr 

Senator  O'Goeaian.  If  there  is  no  objection,  the  paper  noAv  in  Mr. 

A anderlip’s  hands  Avill  be  incorporated  in  the  record.  And  Avhen 
V ill  you  be  able  to  send  the  memorandum  desired  by  Senator  Hitch- 

c ick,'' Mr.  Vanderlip  ? 

Mr  Vakdeueip.  I shall  hojie  to  do  so  Avithin  24  hours. 

Senator  Hitchcock.  Mr.  Vanderlip,  the  only  means  this  bank 
A ould  have  for  securing  additional  gold  for  a reseiwe  as  its  business 
c rew  Avould  be  the  use  of  these  Treasury  notes,  woukUt  not? 

Mr.  Vaxdekeip.  Or  its  obligations;  it  could  sell  its  oavii  obliga- 

t .ons. 

Senator  Hitchcock.  To  Avhom  { x • 

Mr  Vanderlip.  To  anvbody  Avho  Avould  buy  them— any  foreign 

1 loney  market.  It  coukrsell  its  obligations  secured  by  rediscounted 

^ ‘^Senator  O’Gop.aian.  I think  that  will  be  all,  Mr.  Vanderlip. 

(The  statement  or  plan  referred  to  by  Mr.  \anderlip  is  as  fol- 

i OWS  m ) 

The  Government  is  to  srant  a charter  to  the  Federal  reserve  bank  of  the 
-Juited  States,  with  carital  stock  of  .$100,000,000,  the  charter  to  extend  for  a 

'■^Se  hJmfoffiJfis  to  be  located  in  Washington,  and  12  branches  to  be  located 
11  the  cities  selected  bv  an  organization  connnittee,  and  subbrauches  whereier 

,lesi<'iiated  bv  the  board  of  the  Federal  reserve  bank.  * 

Is  soon  as  practicable  after  the  passage  of  the  act  the  President  is  to  appoint 
I committee  of  five,  to  be  designated  as  the  “ Federal  reserve  bank  oiganization 
■ommittee.”  This  committee  Avill  divide  the  country  into  commeicial  dis- 
v\ct^  nud  designate  one  city  in  each  district  as  the  seat  of  a branch  of  the 
VeSarreserve  bank,  and  generally  be  charged  with  the  responsibility  of 

“ndm  stoclf  of  the  Federal  reserve  bank  may  either  be  subscribed  for  entirely  by 
-h^GoiSiimenr  raised  by  the  sale  of  bonds  or  offered  for.pnb he 

subscription,  the  success  of  such  subscription  to  be  insured  by  lequiuiig  all 
national  banks  to  be  liable  for  the  purchase  of  their  pro  rata  propoitiou  of  any 

stock  not  taken  by  the  public. 
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The  stock  shall  have  no  voting  power,  and  no  rights  of  any  kind  shall  attach 
to  it  except  to  receive  dividends.  There  need,  therefore,  be  no  restriction  on  its 
purchase  or  sale  or  accmniilation,  either  by  banks  or  individuals. 

The  Federal  reserve  bank  will  be  wholly  under  the  management  of  a board  of 
seven  directors,  to  be  appointed  by  the  President,  with  the  advice  and  consent 
of  the  Senate,  with  terms  of  14  years,  but  the  first  board  to  be  classified  and 
the  term  of  one  director  to  expire  each  two  years. 

The  bill  should  provide  that  the  President  wiil  select  men  qualified  by  experi- 
ence and  training  for  the  proper  discharge  of  the  duties  imposed  and  make  no 
appointments  in  order  to  confer  political  rewards.  At  least  three  of  the  mem- 
bers should  be  recognized  to  have  had  wide  financial  and  banking  experience. 

Appointments  are  to  be  distribute<l  geographically  so  as  to  give  due  weight  to 
tlie  commercial  sections  of  the  country. 

The  President,  with  the  advice  and  consent  of  the  Senate,  will  designate  one 
director  as  governor  and  another  as  deputy  goveimor,  and  the  governor,  or  in 
his  absence  the  deputy  governor,  shall  act  as  chairman  of  the  board  and  be  the 
chief  executive  officer  of  the  bank. 

Members  of  the  board  to  automatically  retire  at  the  age  of  70. 

The  board  of  the  Federal  reserve  bank  shall  appoint  for  each  branch  an  exec- 
utive committee  of  seven  members.  The  bill  will  contain  the  same  general 
directive  clauses  ns  to  their  character  as  in  the  case  of  the  hoard  itself,  includ- 
ing the  provision  that  at  least  three  of  the  members  of  the  executive  CQinmittee 
shall  be  recognized  to  have  had  wide  banking  and  financial  experience.  The 
term  of  office  of  the  members  of  the  executive  committee  will  be  seven  years, 
but  in  the  case  of  the  first  members  appointed  they  shall  be  classified  so  that 
one  director  shall  retire  each  year.  One  member  of  the  executive  committee  will 
be  designated  chairman  and  one  vice  chairman,  and  the  chairman,  or,  in  his 
absence,  the  vice  chairman,  will  act  as  chairman  of  the  committee. 

AH  actions  of  the  executive  committees  will  be  subject  to  the  approval 
of  the  board  of  the  bank.  Each  executive  committee  will  elect  a president  and 
other  executive  officers  to  conduct  the  business  of  the  branch,  the  men  filling 
these  offices  to  have  no  official  or  financial  relation  with  any  otlier  bank. 

The  earnings  of  the  bank  shall,  in  case  the  Government  subscribes  to  all  the 
stock,  be  first  devoted  to  an  accumulation  of  a surplus  of  20  per  cent,  and 
thereafter  one-half  of  the  earnings  will  be  devoted  to  a further  increase  of  the 
surplus  until  it  reaches  50  per  cent,  and  the  other  one-half  go  to  the  Government. 
After  the  surplus  has  reached  50  per  cent  all  the  earnings  will  go  to  the  Gov- 
ernment. 

In  case  the  public  subscribes  to  the  stock  the  net  earnings  will  first  be  devoted 
to  paying  a 6 per  cent  cumulative  dividend,  then  to  an  accumulation  of  a surplus 
equal  to  20  per  cent  of  the  capital,  after  which  one-half  of  the  earnings  will 
go  to  tlie  Government  and  one-half  bo  devoted  to  the  accnmulation  of  a further 
surplus  until  the  surplus  reaches  50  per  cent  of  the  capital,  and  thereafter  all 
the  earnings  beyond  the  dividend  requirement  will  go  to  the  Government. 

All  earnings  received  by  the  Government  will  be  devoted  to  the  retirement  of 
the  Government  debt. 

The  customers  of  the  bank  shall  be  the  Government  and  qualified  member 
banks,  which  will  include  all  national  banks  and  may  include  State  banks  and 
trust  companies. 

The  Government  shall  deposit  all  of  its  general  fund  with  the  bank  and  con- 
stitute Ibe  bank  its  fiscal  agent. 

The  reserve  requirement  for  national  banks  will  be  so  changed  as  gradually 
to  transfer  all  reserves  away  from  correspondent  banks  now  acting  as  reserve 
agents,  and  after  this  gradual  transfer  has  been  fully  accomplished  all  reserves 
will  be  held  in  the  vaults  of  the  member  banks  and  with  the  Fe<lcral  reserve 
bank.  The  I'oserve  requirement  will  bo  the  same  for  all  member  banks  and 
shall  be  ultimately  12  per  cent. 

The  reserve  to  be  held  by  the  Federal  reserve  bank  shall  never  be  loss  than 
50  per  cent  of  its  demand  liabilities,  including  note  issue,  in  gold  or  lawful 
money. 

The  board  of  the  Federal  reserve  bank  may,  in  an  emergency,  suspend  all 
reserve  requirements  for  30  days,  and  continue  such  suspension  for  periods  of 
15  days. 

The  Federal  re.serve  bank  may  rediscount  for  member  banks  paper  self-liqui- 
dating in  character,  to  be  defined  by  the  act.  It  shall  not  rediscount  for  any  one 
bank  an  amount  exceeding  the  capital  and  surplus  of  such  bank. 

The  bank  may  buy  in  the  domestic  market  from  member  banks,  noimiember 
banks,  and  individual  self-liquidating  paper  under  conditions  to  be  defined  in 


2}46 


BAXKIXG  AXD  CUBEEIsCY. 


tie  act.  bearing  the  indorsement  of  a member  bank,  and  may  buy  in  the  foreign 

n arkets  prime  banker’s  bills.  _ _ 

The  bank  may  also  deal  in  gold  com  and  bullion  and  in  obligations  of  the 
I nited  States  Government  and  its  insular  posse.?sions. 

The  board  of  the  Federal  reserve  bank  shall  establish  a minimum  rate  of 
d scount,  which  shali  be  uniform  at  all  branches  and  subbranches,  and  which 
s lall  be  changed  from  time  to  time  as  conditions  demand. 

While  the  minimum  discount  rate  shall  be  the  same  at  all  branches  and  to 
a 1 banks,  that  minimum  rate  will  only  apply  to  the  rediscounts  of  a bank 
u [)  to  an  amount  equal  to  a fixed  percentage  of  its  capital  and  surplus ; thereafter 
sich  bank  shall  be  charged  a uniform  progressit  ely  increasing  rate  upon 
cl  iscounts  until  said  discounts  shall  have  amounted  to  a maximum  iiermitted 
b ^ the  act,  fully  equal  to  the  capital  and  surplus  of  said  bank. 

As  fiscal  agent  of  the  Government  the  Federal  reserve  bank  shall  be  charged 
V ith  the  duties  now  imposed  upon  the  Treasurer  of  the  United  States  and  the 
I ureau  of  Redemption  in  the  Office  of  the  Comptroller  of  the  Treasury  in  re- 
s tect  to  the  custody  of  bonds  securing  national-bank  notes  and  the  redemption 
c I such  notes.  The  5 per  cent  redemption  fund  now  in  the  general  fund  of  the 
1 reasury  shall  be  transferred  to  the  Federal  resene  bank  as  a special  trust 
f ind  and  shall  be  held  intact  and  shall  not  count  as  a part  of  the  reserve  of 

Tlie  Federal  reserve  bank  shall  be  authorized  to  issue  its  circulating  notes, 
f uch  notes  shall  be  secured  by  the  segregation  of  rediscounted  paper,  as  de- 
g’ribed  in  the  act,  equal  to  100  per  cent  of  such  notes  outstanding  or  one 
'lear  exchequer  notes  of  the  United  States  Government  hereinafter  provided 
t ir  and  by  a reserve  in  gold  equal  to  50  iier  cent.  The  notes  shall  have  the 
f line  qualities  as  the  present  national-bank  notes,  shall  be  redeemable  at  any 
I ranch  on  demand  in  gold,  and  shall  be  the  obligation  of  the  bank.  'Ihere 
I e no  restriction  upon  the  issue  of  notes  by  the  bank  when  the  notes  are  fully 
( overed  by  gold  coin  or  bullion,  it  being  intended  that  to  the  extent  that  the  out- 
.‘  landing  notes  of  the  bank  are  not  fully  covered  by  gold  they  shall  be  secured 
1 y 100  per  cent  in  rediscounted  paper,  or  excheiiuer  notes,  and  by  a reserve  m 

fold  equal  to  50  per  cent. 

Gradually  and  over  such  period  as  the  Federal  reserve  board  may  decide  upon 
t lie  Federal  reserve  bank  shall  offer  to  purchase  2 per  cent  bonds  of  the  Lnited 
i tales  deposited  to  secure  circulating  notes  of  national  banks  at  par  and  up 
1 3 an  amount  equal  to  one-half  of  such  bonds  deposited  with  the  Treasurer  of  the 
United  States  as  security  for  national-bank  note  cnculation.  It  shall  pay  foi 
lliese  bonds  bv  assuming  the  responsibility  for  the  redemption  and  retirement 
, f the  national-bank  notes  secured  by  them.  Upon  acquiring  these  bonds  the 
1 'ederal  reserve  bank  shall  receive  from  the  Government  of  the  United  States 
in  exchange  for  the  2 per  cent  bonds  an  equal  amount  of  one-year  exche<iuer 
] otes  bearing  3 per  cent  interest.  The  Federal  reserve  bank  shall  gi\e  an 
•udertaking  to  the  United  States  Government  that  it  will  renew  such  one-year 
. xchequer  notes  each  year  at  maturity  for  20  years.  These  notes  will  be  made 
,0  ma  ure  at  various  periods  during  a c.alendar  year.  So  long  as  these  notes 
• re  outstanding  the  Federal  reserve  bank  shall  pay  to  the  United  States%  out  of 
ts  earnings  and  before  any  dividends  are  paid  upon  the  stock,  a tax  of  li  per 
. ent  on  amount  of  circulating  notes  equal  to  the  amount  of  exchequer  notes 

I .utstauding. 

The  bill  should  provide  for  a national  clearing  house.  , 

Tbe  charter  rights  of  national  banks  should  be  so  enlarged  as  to  perniit  banks 
o ha\G  branches' within  the  city  in  which  they  are  located,  to  establish  branches 
tbro-''d  and  to  oxercl.se  general  trust  company  functions  to  be  detined  in  the  act. 

National  banks  shall  have  the  right  to  accept  drafts  of  a character  to  be 
lefined  up  to  an  amount  equal  to  one-half  of  their  capital. 

State  banks  and  trust  comranies  may  be  admitted  to  membership  by  conform- 
n-  to  the  same  capital,  reserve,  and  inspection  requirements  that  natural  banks 
ire  obliged  to  meet  in  similar  localities.  The  Federal  reserve  board  shall  have 
low’pi’  to  examine  anv  member  l)ank. 

Tbe  circulating  notes  of  tbe  Federal  reserve  bank  shall  be  a first  ben  on  all 

The  Federal  reserve  bank  shall  have  a fa’st  lien  uix>n  tbe  assets  of  member 

lanks  for  any  indebtedness  due  from  them.  . ^ 

War  as  feasible  tbe  Federal  reserve  bank  shall  be  exempt  from  tbe  paynient 

of  ah  Federal  and  Stale  taxes  except  taxes  upon  real  estate.  As 

tbe  stock  of  tbe  Federal  reserve  bank  and  tbe  dividends  tbeicon  shall  likewise 

be  free  from  all  Federal  and  State  taxes. 
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(Mr.  Vanderlip,  at  the  request  of  the  committee,  also  submitted 
the  following;) 

■Washington,  D.  C.,  Ocioher  2},  1013. 

Hon,  IlcBEUT  L.  Owen, 

Chaintian  Coinmiitcc  on  Bnnlino  and  Currency. 

rutted  *SV«a/c,  Wa^hinnton,  D.  C. 

Sir:  In  compliance  with  the  request  made  by  tbe  members  of  tbe  committee 
at  my  bearing  yesterday,  I am  sending  you  a stat(‘meut  of  the  Federal  reserve 
bank  after  a transfer  of  reserves  from  correspondent  banks. 

Such  a statement,  of  course,  can  not  be  made  with  accuracy,  nor  can  any 
figures  be  compiled  w’itb  accuracy  that  will  sbo\v  tbe  effect  upon  tbe  reserves 
and  upon  tlie  deposits  of  national  banks,  as  there  are  too  many  variable  ele- 
ments to  bo  considered. 

Tbe  statement  of  tbe  Federal  reserve  bank  might  be  as  follows: 


ASSETS. 

Cash  from  stock .$100,  OOf").  000 

Cash  from  banks SrfO,  000,  OOi) 

Cash  from  United  States 150,  tMjO.  OOo 


Total 000,000,000 

Exchequer  notes .350,  000,  000 

ETAim.ITIES. 

Capital  100.000,000 

Government  deposits 150,  (W),  Ooo 

Reserve  deposits 350,  oQO,  0(H» 


Total Wfi,  000,  0<V) 

Circulating  notes 350,  OOO,  000 

RESERVE  REQUIRED. 

Against  deposits 253,  000.  000 

Against  notes 175,000,000 


Total 12S.  0f)0.  ooo 

Excess 178,0011,  mo 


It  will  bo  observed  that  the  bank's  holdings  of  cash  will  lie  siUiicient  to  ]>ro- 
vido  the  minimum  reserve  of  $253.0tK).000  against  iis  total  deposit  liahilities,  a 
minimum  re.serve  of  50  per  cent  against  $350,00O,rK)0  of  notes  issued  in  retire- 
ment of  an  equal  amount  of  national-bank  notes,  and  still  have  in  excess  of 
$178,000,000. 

It  is  probable  that  banks  in  central-reserve  cities  and.  perliaps  to  sonie  ex- 
tent. banks  in  resoi’ve  cities  would  find  it  necessary  to  rediscount  at  the  Federal 
reserve  bank  in  order  to  meet  the  drafts  made  upon  them  by  correspondent 
hanks  removing  their  reserve  balances.  I would  estimate  that  reuiscouiUs  of 
$100,000,000  would  permit  that  to  be  done  without  undue  strain  n\m\  the  banks 
of  reserve  and  central-reserve  cities.  It  is  obvious  that  the  transition  from  the 
present  system  to  any  new  system  wdiich  would  impound  roservo.s  in  the  vaults 
of  member  lianks  and  in  the  Federal  reserve  bank  should  necessarily  be  made 
slowdy  and  with  great  caution,  and  it  would  seem  to  me  desirable  that  tbe  iuiaid 
of  the  Federal  reserve  bank  should  be  given  latitude  as  to  the  various  periods 
during  which  this  transition  should  be  made. 

Tbe  figures  that  I have  used  are  based  on  tbe  abstract  of  tbe  condition  of 
national  banks  in  answ'or  to  tbe  call  of  June  4,  1013.  as  I did  not  have  the  hilor 
abstract  at  band.  Figures  made  up  from  the  later  abstract  would  vary 
slightly,  but  iu  a general  way  the  foregoing  will  indicate  the  possible  position 
of  tbe  reserve  bank. 

Respectfully,  Vanderlip. 


